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Tue Wuite Housk,
Washington, D.C., May 11:1970.
Hon. WiLsur D. MiLLs,
Chairman. Coinmittee on Ways and Means,
House of Representatives, Washington, D.C.

Dear Mr. Cuarman: It is gratifying to me that you are today
beginning hearings on trade legislation. The administration welcomes
the chance to testify on behalf of the trade bill which I submitted last
- November, passage of which we believe to be necessary to provide a
start in adjusting U.S. trade policy to meet the problems of the 1970s.
These hearings will also be useful in giving all interested citizens a
chance to explain their views on a subject which is of great economic
and foreign policy significance for this country.

I urge speedy enactment of the proposals which T have sent to the
Congress. The proposals are modest in scope, but they provide needed
ﬂexilaility for U.S. trade policy in a number of significant ways. They
would:

Restore the authority needed by the President to make limited
tariff reductions. This authority is not intended for major negotia-
tions, but rather to permit minor adjustments. such as would be
required to extend compensation to other countries hurt by U.S.
escape clause actions—thereby avoiding retaliation against U.S.
exports.

Recognize the very real plight of particular industries, com-
panies and workers faced with import competition, by providing
for aﬁx(;céadier escape clause and adjustment assistance relief where
justified.

. Eliminate the American Selling Price system of customs valua-
tion, a major obstacle impeding progress toward the reduction of
non-tariff barriers.

Strengthen the hand of the President in his efforts to ensure
fair treatment for U.S. exports.

Since I submitted this Jegislation to the Congress in November, there
have been a number of developments which add to its urgency. I cite
only the iniportant decisions taken by the European Communities on
the future evolution of that great trading area, and the consideration
by the Congress of new T.S. farm legislation, which would further
increase the importance of our access to foreign markets. At a time of
rapid movement in international trade relations and patterns, the T7.S.
will find its-1f at a disadvantage unless we have the added flexibility
which I have requested.

Progress toward freer trade should continue. We must encourage it.
Without the stroug support of the United States, the world’s largest
trader, this progress could falter. Passage of the legislation T have sub-
mitted will keep uzheaded in the right direction.

1)
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FOR THE FGTURE

The legislation proposed by the Administration represents an in-
terim step toward developing the flexible trade policies needed for the
world of the 1970s. For the long range, it is important to reexamine
our entire approach. Changes in production, trade and investment
patterns, and the rapid progress in communications, transportation
and technology impel us toward a basic reassessment of our trade
policy. I have recently announced the appointment of the chairman
of my Commission on International Trade and Investment Policy,
which will assist in this reexamination, and I will shortly announce its
full membership. The Commission is charged with examining the en-
tire range of our trade and related policies, and of preparing recom-
mendations for the next decade.

We need more information regarding the competitive position of
U.S. industries. So that we will have an adequate factual base, I am
requesting that the Tariff Cominission make a broad survey of the com-
petitiveness of particular industries. I believe that such a broad study,
which the Tariff Commission is best suited to cunduct, will be of great
assistance to us in our future policies and trade actions and in the work
of my Commission on International Trade and Investment Policy.

It is my intention to marshal the forces of the executive brunch to
expedite efficient adjustment to economic changes brought about by
increased imports. I intend to activate the Trade Adjustment Assist-
ance Advisory Board called for in the Trade Expansion Act of 1962
to lead a broad coordinated executive effort to make adjustment assist-
ance more effective in opening opportunities for workers and firms. I
also intend to request additional funds for adjustment assistance as
they are needed. .

Certain aspects of our trading relations have been of particular
concern in recent years. The decline in our trade surplus, from about
$7 billion in 1964 to only $0.8 billion in 1968, and £1.3 billion in 1969.
stems from a variety of causes: the inflationary forces which have
dominated our economy in the late sixties: the growing economic
strength and technological progress of our trading partners: the in-
crease in agricultural self-sufficiency abroad: and the increasing de-
mand of American consumers for goods made in other countries. As
I mentioned in my balance of payments statement of April 1969. it is
appropriate to deal with fundamental problems by the use of funda-
mental remedies. One of the required fundamental remedies has been
the reduction of inflationary pressures. With the steps we have taken
to gain control of inflation, there has been some modest evidence of
improvement of our trading position. .\s our anti-inflationary policies
continue, we expect a further improvement. At the same time, it is
important to take vigorous steps to improve our exports.

One of the most disquieting trade developments has come in the
field of agricultural trade. Although there has been a general reduction
n trade barriers in recent decades. there have been contrary trends
in agricultural trade. In particular. high trade barriers in a number of
countries, used to protect high domestic prices, have created difficulties
for our agric ‘tural exports. We have protested against these meas-
ures as each new barrier has been raised and have on occasion been
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reluctantly forced to threaten or to actually take retaliatory measures.

During the past decade, there has been a major integration of the
economies of Western Europe. We see ahead the prospect of an en-
largement of this community. We wish our friends in Europe well in
their efforts toward economic and political unity and wil} watch their
steps toward this end with sympathetic interest—remaining alert.
however, to the need for respect for our commercial interests. We
would expect. of course, that in the process of eniargement of the
European Community, due regard will be given to the rights and
interest of the United States and other third countries.

IMPROVED EXPORT PERFORMANCE

For a number of reasons it is possible that American industry has
been less export-minded than that of other major competing indus-
trialized countries. Attractive alternatives to export sales develop-
ment—in our very large domestic market for example, and in the
alternative of direct foreign investment abroad for manufacture of
products in locations closer to the foreign markets being served—have
existed for American industries to a greater degree than for foreign
companies. Furthermore, our tax laws tend to favor sales by foreign
subsidiaries of U.S. corporations over exports from the United States.
Administration witnesses will submit a legislative proposal to improve
the tax situation for income earned on exports.

United States exports have increasingly shown s concentration in
capital goods and other technologically advanced preducts. It is
customary in domestic as well as international trade in such items for
the seller to provide credit on comparable conditions with those pro-
vided by his competitors. Important steps have been taken by the
Export-Import Bank in the past year to make U.S. Government export
credit and guarantee programs as flexible and useful as possibie to a
wide range of American producers. These steps include a complete re-
vision of the commercial bank discount program to encourage banks
throughout the country to respond favorably to financing requests
from exporters on a continuing basis, and initiation of an advance com-
mitment procedure that has heen most useful to buyers, suppliers and
manufacturers.

Significant steps also have been taken to assist U.S, engineering and
contracting firms in achieving contract awards for major projects.
Money sources from outside the United States have been attracted to
finance American exports as a result of the extension of the Export-
Import Bank’s guarantee authority. Special attention has been given
to small Lusiness and agriculture through modification of the export
insurance operations and through specific program assistance. The
American aireraft industry and nuclear power developments have been
substantially aided through the actions of the Bank. The key aspect of
the Export-Import Bank's new look is greater cooperation and flexi-
bility. Our exporters can look forward to continued expansion of Ex-
port-Import Bank activities.

The export programs I have just described, when taken together
with the stepped up trade promotion programs of the Department of
Commerce and the opening up of foreign markets throngh the reduc-
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tion in foreign tariffs and other obstacles to trade, provide strong incen-
tives for American industry to export more. These programs take into
account the advice received from all segments of American business,
both large and smull, as represented by the National Export Expansion
Council, as well as other groups. The benefits of an increase in exports
should be felt throughout our entire economy. One statistic alone makes
this point very strongly : in 1969, about 2.7 million jobs were attribut-
able to U.S. exports.

As you begin hearings on this most important legislation, I want to
express my appreciation for your careful attention and my high hope
for results that will greatly enhance the U.S. trade position.

Sincerely,

Ricuarp Nixon.



StateMENT BY HoxN. Carn J. GIZBERT, SPECIAL REPRESENTATIVE FOR
TrADE NEGOTIATIONS

Mr. Chairman, members of the committee, I am delighted to appear
before you today to begin the discussion of the proposed Trade Act of
1969, submitted to the Congress by the President and introduced b
the Chairman and Mr. Byrnes as H.R. 14870, In my remarks I will
try toavoid duplicating what members of the Cabinet, who will appear
before you later this week, will be discussing with you. I also do not
intend to dwell long on the past history of our foreign trade policies
nor how they have evolved since we embarked on our present course
in 1934.

Rather, I would stress to you the need for meeting the problems of
today. There are pressing issues before us which must be resolved. We
have lived too .ong with a course that was last set in 1962, while times
and realities have not only been changing, but at a steadily faster pace.
We have been trying to make do with tools that need sharpening and
trying to bridge gaps which need filling.

We have steadfastly pursued this course now for 36 years. We have
long recognized that competition cannot stop at the ocean's edge or
at international borders, and that expanding trade on a fair and
equitable basis with adequate provision for both domestic and inter-
national adjustment is in our national interest, as it is in the interests
of others.

This administration has reviewed this policy carefully. It has ex-
amined its results and its means. We find that its continuation remains
clearly and most assuredly in our national interest. At the same time,
however, it is also clear that the problems and the goals in world trade
differ today and will differ in the future from those of the past. The
rapid tempo of change in our rapidly changing world will require
new responses and new initiatives.

The purpose of the proposals before you is to meet these needs and
to provide us with the means to meet the new patterns and problems
of world trade. They do so with full recognition that economic inter-
dependence, a theme that was once a goal has now become a reality,
and that others can now compete in world markets with us on far more
even terms than they could not long ago.

They also take full account of the current fact that the traditional
surplus in trade we long enjoyed has diminished. They rcject without
qualification, however, the argument that we therefore must abandon
our traditional approach and seek to turn inward or to set some
arbitrary limits on the forces of free world competition. Our reasons
can be expressed simply. As the President stated in his Message to the
Congress:

I reject this argument not only beczuse I believe in the principle of freer trade,
but also for a very simple and pragmatic reason: any reduction in our imports

produced by C.S. restriction: not accepted by our trading partners would invite
foreign reaction against our own exports—all quite legally. Reduced imports

(%)
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would thus be offset by reduced exports, and both sides would loze. In the longer
term, such u policy of trade restriction would add to domestic inflation and jeop-
ardize our competitiveness in world markets at the very time when tougher
competition throughout the world requires us to improve our competitive capa-
bilities in every way possible.

In fact, the need to restore our trade surplus heightens the nced for further
moven.ent toward freer trade. It requires us to persuade other nations to lower
barriers whiclh deny us fair access to their markets. An environment of freer
trade will permit the widest, possible scope for the genius of American industry
and agriculture to respond to the competitive challenge of the 1970’s.

The proposals before you are modest in scope, but significant in their
impact. They will permit us to continue to move forward toward freer
world trade on a fair and balanced basis. They will better equip us to
meet the perplexing and often difficult problems of import competi-
tion. They fundamentally recognize and provide the necessary an-
swers to the need that, while we seek to advance the interests of all the
world's peoples, we must first of all respect and provide for our own
legitimate interests.

We are a large nation with many interests. Our goal must be the
interests of all 205 million of us. We would do ourselves a disservice,
for example, to look inward and seek to protect our industries from
the forces of competition, whether originating here or abroad. Yet we
cannot let the burden of a policy that is in the interests of all fall
unduly on the few, nor can we sit by if others do not equally open their
markets to us or fail to live up to the established rules of the game.

We must seek a middle course, of sharing and competing, of provid-
ing necessary relief and insuring that adjustrrent is made to our chang-
ing times in an adequate and humane manner. Where the forces of
competition loom too rupidly or too large for the normal processes of
adjustment which are inherent and basic to our market economy, we
should intervene to moderate the impact and to facilitate the adjust-
ment process.

But in doing so we should not depart from what has long been the
kevstone of our trade policy and s, indeed, the kevstone of the inter-
national trading svstem embodied in the principles of the General
Agreement on Tariffs and Trade. This concent i that a nation can take
these measures only when injury occurs or is threatened. It is funda-
mental to the trading world in which we live, to the system of rights
and obligations we have gradually built among nations. Without it

there could be no rule of law in trade, no reasenable expectation of
certainty so necessarv for economic activity, no means of policing or
enforcing binding obligations. It works to protect our rights which, as
the world’s largest exporter, are of great importance to us. It would not
be difficult to envision the results if we were to cease to respect this
concent or to embark on a unilateral course affectin r the vital interests
of others.

The snecific proposals before you in HL.R. 14870 are designed to ac-
complish these purposes, to strengthien our ability to live within the
world trading system we have done so much to create, and to insure
that the interasts of all our citizens are well served. The first of these
is the nroposed amendments of the eseape clause as it was provided for
in the Trade Exnansion Act of 1962. This provision, I need not tell vou,
has not warked. Tts tests proved so stringent, so rigid, and so technical
that in only three instances in eight years has the Tariff Commission
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been able to justify a recommendation of relief to the President. This
must be changed. Asthe President has stated :

Freer trade brings benefits to the entire community, but it can also cause hard-
ship for parts of the community. The price of a trade policy from which we all
receive benefits must not fall unfaicly on the few—whether on particular indus-
tries, on individual firms, or on groups of workers. As we have long recognized,
there should be prompt and effective means of helping those faced with adversity
because of increased imports.

The proposals before you provide significant improvement in the
means by which T.S. industries can receive assistance to meet injury
caused by imports. They will better enable us to provide, case-by-case,
careful, aclequate, and expedited consideration of petitions for relief on
a fair and reasonable basis.

We propose that the test be simple and clear: relief should be avail-
able to industries whenever increased import are the primary cause
of actnal or threatened injury. The present 1.k to a past tariff con-
cession has been the major stumbling block encountered by the Tariff
Commission. It should be removed and our attention properly focused
on the real issue—has import competition been the cause of injury?
By replacing the present test of major cause and requiring & finding
that it be determined to be the primary cause. that is, greater than any
other cause but not necessarily greater than all other causes combined,
we would insure that action 1s taken only when imports are the most
important, single cause but still leaves the escape clause a realistic
avenue of relief,

Since such a finding can lead to industry-wide relief and since it
normally will require payment of compensation by other American
interests, 1t shou](& not be taken on any lesser grounds. The Bill before
you would make no other changes in the present escape clause pro-
visions in the belief that with the changes proposed the Act will offer
the means to provide fair and reasonable treatment.

The bill, moreover, continues the vital premise that industry-wide
relief should remain a temporary measure, & measure designed to per-
mit time for adjustment, and not @ mean- t effect permanent changes
in our tariff system. An industry provided with relief must assume
responsibility for improving its competitive position and must take
positive measures during its period of grace. Thus, the Bill aiso pro-
vides for regular reports on these eff)rts and that the reports be taken
into account. in determining whether and to what extent relief shonld
be continued.

‘The second major feature is one which Seeretaries Shultz and Stans
will discuss in detail with you. I mast note that liberalized adjustment
assistance proposals are equally ne - _sary at this time.

The difficulties in tl interpretation of the present provisions should
be removed so that firms and workers in demonstrable need of assist-
ance can reasonably expect expedited, sympathetic consideration. T
would also note briefly our belief that direct aid to firms and workers
injured by competition, while the rest of their particular industry is
not in need, should be more readily available than tariff or quota relief
for an industry. Such assistance can be more properly tailored to the
particular needs to provide necessary measures of domestic assistance,
while having no adverse side effects on our overall trade policy.

The third major proposal before you i3 to equip the President with
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modest tariff-reducing authority. The authority delegated to him by
the Congress in 1962 expired in 1967. Since then he has had no author-
ity to engage even in minor adjustments in fulfillment of our inter-
national obligations nor to seek to correct or improve situations which
otherwise would be considered to be in our interest to do so.

The requested authority is not designed to be used as authority for
any major {ariff negotiatiens, for none are contemplated in the imme-
diate future. Rather, it is intended to make possible such minor adjust-
ments as individual circumstances from time to time require as, for
example, when it becomes necessary to raise the duty on an article as
the result of a favorable “escape clause™ action or when a statutory
change is made in a tariff classification. Qur trading partners are then
entitled to reasonable compensation, just as we are entitled to receive
it from them under the same circumstances, The lack of such authority
unnecessarily exposes our exports to the withdrawal of tariff conces-
sions of 1'ita1)interest, tous.

We propose that the Congress provide the President with such au-
thority through June 30, 1873. Authority to make reductions up to 20
percent or by two percentage points would be used sparingly and
judiciously with all of the prenegotiation requirements fulfilled as
now specified in existing legislation. It would not be used to reduce
any duty on products now experiencing severe import competition,
nor for any new, large negotiations. Parenthetically, I might say that
the tariff-cutting authority provided by H.R. 16920, also before the
Committee, would nct be effective since by and large the only residual
authority remaining after the Kennedy Round cuts is confined almost
entirely to import sensitive areas which we would not find it feasible
to utilize.

The fourth major proposal involves what I believe is an essential
first step in the direction of a sustained and serious effort to reduce
nontariff barriecs to trade-—the elimination of the American Selling
Price system of customs valuation. This is necessary to carry out the
supplementary agreement on chemicals, an agreement entered into in
1967, which provides benefits to other industries as well as the chemical
industry itself. Tue ASP system primarily affects certain chemicals
and rubber-soled canvas-upper footwear, as well as canned clams and
an obsolete category of wool gloves. '

This proposal was submitted to the Congress by the previous Ad-
ministration. It has now been carefully reviewsd by this Administra-
tion. We consider the arguments in favor of elimination to be valid.
The ASP system is an obsolete, unfair, and an unnecessary provision of
our present law which places an altogether disproportionate burden
apon our ability to seek fair treatment and to-adyance our own proper
commercial interests abroad.

I will not here repeat all of the case for elimination of ASP in detail
since the Committee has previously held hearings and the public
record on this issue is particularly extensive. I also understand we
will have a Jater oj:portunity to discuss the issues involied in greater
detail. The removal of ASP will not adversely affect our interests but,
rather, will bring reciprocal reducti~ns in both foreign tariffs and
certain nontariff Larriers to our trade. Beyond this, it will serve to un-
lock the door to new negotiations on modification or elimination of
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other nontariff barriers. Because of the symbolic importance our trad-
ing partners attach to ASP, it has become a major barrier to the
removal of other barriers.

The principal area of controversy, as ycu well know, revolves almost
entirely around this proposal as it applies to certain chemicals known
as benzenoid chemicals. This system dates from 1922 when the Con-
gress determined that our then infant chemical industry was in need
of a very special and very steep form of protection, in certain in-
stances ranging to over 100 percent, There can be no doubt today that
benzenoids are no longer an infant industry. Instead, they are now an
integral part of our overall chemical industry.

There can similarly be no doubt that conditions in 1970 are vastly
different from those of 1922. Companies devoted solely to benzenoid
production today are rarities. The large, integrated American chem-
ical firms have established their competitive ability and industrial
leadership both at home and abroad. Five of them, for example,account
for two-thirds of all benzenoid intermediates, four make more than
half of all dyes, and eight produce three-fourths of the bulk drugs. For
these industry leaders, benzenoids are but a part of their overall
business.

The chemical industry’s large and consistently growing surplus in
world trade clearly attests to its international competitiveness. That
surplus is now over $2 billion a year, double what it was as recently as
1961 and $300 miilion larger than it was when the Kennedy Round
ended. This favorable trade balance in chemicals is all the more
noteworthy in that it is built on surpluses in chemicals with every
major region of the world, including our principal competitors.
And we have a trade surplus in benzenoids, too, the area for which we
have been providing extraordinary protection. The industry has ac-
complished this record, moreover, while at the same time, investing
large sums in production capacity overseas.

While the ASP tariff system imposed in 1922 impels us to treat ben-
zenoids separately, it is not possible to isolate precisely their produc-
t;lon fgrom that of the rest of the industry. What do the available facts
show?

The benzenoid segment of our chemical industry accounts for almost
10 percent of the industry’s sales. The recent annual growth rate in
this segment has been abonut 30 percent above that of the chemical
industry as a whole. It is one of the more rapidly growing lines of the
industry and, indeed, of our entire economy.

Benzenoid export sales, moreover, have grown even more rapidly
than domestic benzenoid sales. They probably now total about one-
fourth of all chemical exports from the United States. While separate
export data are not compiled, a reasonable estimate is that benzenoid
exports are running at eight times imports and are 15 times greater
than those imports of benzenoids which the Bureau of Customs classi-
fies as competitive.

Salient facts such as these speak for themselves, The benzenoid sector
is a strong and growing segment of a larger, powerful industry of
which our nation is proud. Its competitive ability has been proven, and
there is little reason to expect prospects for the future to be vastly dif-
ferent. Certainly it is no longer an infant industry. )
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The Administration believes that the chemical industry itself will
be the major beneficiary of the chemicals agreement negotiated in 1967
if the trade opportunities are fully exploited. If the separate supple-
mentary agreement on chemicals is imnlemented, there will be virtually
no European Community or United Kingdcm chemical rate above 12.5
percent. Japanese duties will be well below 15 percent. Our duties, on
the other hand, for the allegedly sensitive areas will remain well above
the rates prevailing in other countries. U.S. dyestuff tariffs, for exam-
ple, will be 30 percent, as against 15 in the United Kingdom and 10
percent in the Community. In sum, chemical tariffs in cur major mar-
kets will uniformly be reduced to very low levels. These reductions
should provide important new opportunities for both increased export
sales, new jobs, and greater profits on our current exports.

Other trade benefits and elimination oi some foreisn nontariff bar-
riers will accrue to the United States if ASP is repealed. These benefit ;
are important to other U.S. industries.

The fifth major proposal before the Committee is a reyuest that the
Congress join in the task ahead of us of dealing with other nontariff
trade barriers. This task will require much detailed negotiating ind
hard bargaining. Unlike tariffs, these barriers are very complex, elu-
sive, even sometimes hard to define and ider.cify. Unlike tariffs, any
approach to dealing with them is difficult to embody in a prior dele-
gation of authority such as that which has been the principal vehicle
for Congressional guidance and authority to trade negotiators since
our Trade Agreements Program began decades ago.

Many of these problems—here as well as abroad—have deej: roots in
purely domestic concerns, in social, political, and econoniic. origins.
They are often only indirectly related to foreign trade and ofien origi-
nate in domestic legislatior.. As such, the:r removal would often require
specific legislative action, though the nature of such actior in many
cases could not finally be clear until actual negotiations deve.op what is
possibleand what price we might have to pay.

For these reasons, the President has stated that he would welcome a
statement of Congrescional intent with regard to nontariff barriers, I
can assure you from my brief experience ‘r. my present capacity as
Special Representative that this expression would greatly strengthen
our efforts to come to grips witl, the many problems in this area and,
eventually, to secure reciprocal lowering of such Larriers.

The President has pledged, in proceeding under such a declaration,
to keep the C'ongress fully informed of developments, to maintain
close consultation with it during the course of any negotiations, and,
of course, to submit for its consi.'eration any agreement which would
require new legislation.

As the President has stated,

* * * The purpose of seeking such an advance declaration is not to bypass
Congress, but to strengthen our negotiating position.

In fact, it is precisely because ours is’a system in which the Executive cannot
commit the Legislative Brarch that a gener.l declaration of legic’ative intent
would be important to thuse with whom we must negotiato.

The sixth major issue the Bill puts before you is our request for
strengthening our hands when our interests are treated unfairly
abroad. By its nature, trade must be a twe-way street. One of our
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major responsibilities is to make every effort to insure that American
products are allowed to move {reely and fairly along that ctreet, to
compete in world markets on equitable terms.

These efforts will be more successful if we have adequate means to
take effective action when confronted with illegal or unjust restric-
tions on our exports. We now have urrlimited authority in section 252
of the Trade Expansion Act of 1962 to impose duties or other import
restrictions when our agricultural exports are unjustifiably restricted.
There is no reason why this power should be confined to agricultural
products: it should apply to industrial goods as well. Such authority
on the books acts as a deterrent even though it may not be exercised.
It has proven to be, for example, « most usefui persuader in the case
of soybeans where a tax on our exports of soybean oil is from time
to time preposed. It has been equally etfective in other cases.

This authority, however, has not been useful in dealing with the
prob’2m of meeting unfair competition in third-country markets,
where a competitor's product, for esample, may be enjoying an ad-
vantage over our exports which is not justified. The Bill requests
authority to take appropriate action against countries practicing what
amounts to sul idized competition in third-country markets when that
competition w1 fairly affects us.

Any such veapon is most effective when its presence makes its use
unnecessary. ' Vith these two new provisions, we should be bettcr able
to defend the legitimate interests of our exporters.

We propos. no simple, comprehensive answers to the complicated
and chauging problems this nation faces in the trade field. Instead,
we seek constructive changes in our authority which should make pos-
sible new initiatives to seek sound and res  mable solutions to the prob-
lems we face ahead.

Therk you, Mr. Chairman.

PAGE_.2_ BLANK
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Mr. Chairman and members of the committee, before I turn to the
specifics of the trade bill, I should like to provide you with a brief
overview of where the U.S. stands in today’s world rrade picture and
aiso touch upon our trade prospects for the immediate future.

G.8. AND WORLD TRADE IN PERSPECTIVE

By any standard, the postwar growth in world trade has been phe-
nomenal. In the 20-odd years before World War II, there was very
little net growth. World trade peaked in the 1920’s and then fell sharp-
ly during the 1930’s. In 1938, exports of all nations combined added .p
to less than $25 billion. By contrast, in the past 20 years free world
trade has grown some 350 percent, from exports of about $55 billion
in 1950 to about $245 billion in 1969. The T.S. shared in the benefits
of this unprecedented expansion of international trade. Our exports
in the eame period rose from $10 billion to over $37 billion.

Such vigorous postwar growth would not have taken place unless
the nations of the free world had determined not to repeat the mis-
takes of the 1930's in building higher and higher quota and tariff walls,
engaging in ever-escalating retaliatory actions and waging mutually
destructive trade battles. Instead, with the U.S. in the forefront, they
decided to work together in 4 long-term effort to dismantle to the ex-
tent, possible the multiple restrictions and protective measurss that
hokhled the exchange of farm and industrial commodities between
peoples, manufacturers and retailers of different countries.

For some two decades after World War II, the T.S. enjoyed com-
fortable export surpluses which provided stror.g support to our inter-
national payments position and helped importantly to finance our
worldwide security responsibilities. During the 1950’s, our trade sur-
pluses averaged nearly $3.0 billion annuaily. From 1960 to 1967, they
averaged over $5.0 billien annually. In the past two years, however,
our export balances have shrunk drastically, hovering around the $1.0
billion range on a total trade turnover of some $70 billion. Such a
narrow balance constitutes very thin support to our balance of pay-
ments and gives reason for concern about our present international
trade posture.

Many reasons have been cited for our deteriorated trade position:
the sharp expansion in our domestic economy, the apparent growth in
consumer preference for certain foreign-made goods, the increased
industrial capabilities and marketing know-how of Europe and
Japan, the narrowing of our technological and managerial lead, more
agricultural self-sufficiency abroad, and greater emphasis on the ex-
port sector in other countries. Competent analysts, however, have
differed widely among themselves as to the emphasis and weight to be

(13)
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accorded each of those factors in the total picture ¢i cause and effect.
This country's trade involves thousands of commodities being ex-
changed with over 100 countries. It is not surprising, therefore, to
find, even among the experts, diversity of opinion in trying to analyze
so complex a process subject to such a multiplicity of influences.

One point is clear. Qur export ¢rowth in recent years, while im-
pressive in absolute terms, has not kept pace either with the growth
in foreign import demand or the growth in our imports. In the last
five years, for example, the annual rise in total T.S. exports averaged
7.6 percent while the annual rise in foreign import demand averaged
some 9.0 percent. Qur manufactured exports rose an average of 10
percent 1 year while our agricultural export growth actually declined.
By contrast, our total import averaged about 14 percent a year, with
the growth in manufactured imports averaging some 20 percent.
Whatever the priority of causes for the deterioration, we face the
question : Is our present situation a temporary one or shall we recover
in due time?

THE OUTLOOK FOR U.S. TRADE

For the short run, as much as one can read the crystal ball at this
stage, we see a somewhat better trade balance for 1970, bat it is too
early to make any specific estimates.

Last year our imports rose 8.5 percent over 1968 this year we would
expect a somewhat smaller rise. Much, of course, depends on the extent
to which the slowdown in the domestic economy moderates pressures
for imports. Cenversely, our exports depend on the demand for im-
ports abroad, which could in turn be affected by a decline in imports
by the U.S. Most sigms point to some slowing down this year in the rate
of economic expansion in Europe and Japan, but we Lope, through our
intensified export promotion measures, at least to maintain if not in-
crease last year's export growth of 9.5 percent.

As for the longer term outlook, a guess is even more difficult. We
hope, as I said, to maintain a good rate of growth in our exports. It
appears probable that we shall reach our goal of $30 billion in exports
by the end of 1973. On the import side, many more unknowns and
variables are involved. But it seems fair to say that even with a slow-
cown in the growth of our purchases from abroad, it is not likely
within the next few years that we shall achieve the spread between
exports and imports which will restore our former annual surpluses
of $4-5 billion. .

When or whewner the T.S. can regain balances of such magnitude
depends upon how well we compete in the marketplace. Today we
stand on the threshold of a new decace of trade developments, and we
shall have to examine our trade posture from fresh perspectives.

The last decade gave rise to a host of factors which have deep impli-
cations for our future trade position: a completelv recovered and eco-
nomically strong Europe and Japan, an accelerating trend toward
regional market groupings, a proliferation of preferential trade agree-
ments, the increasing, though as yet unmeasured, impact of multi-
national corporation operations, the growing capabilities of the
develoning countries in manufactured goods, and a shifting composi-
tion of our own exports and imports.
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KEY POINTS IN THE TRADE BILL

The trade bill which yon are considering (H.R. 14870) was not
designed, as you know, to deal in detail with the substance of all the
aforementioned factors. No one bill could do that. But the trade bill
before you will provide needed solutions to some of our more imme-
diate and pressing problems. It is an important piece of legislation for
several reasons. ) .

From the standpoint of U.S. industry, a feature of this bill which I
consider of prime importance is the proposed amendment of the escape
clause provisions. As von know, the escape clause permits the President
to increase tariffs or otherwise impose restrictions if it is found that
increased imports are causing or threaten to cause serious injury to a
domestic industry. The basic reason for including an escape clause
mechanism in U.S. trade legislation has been to provide a reasonable
period of time for the affected domestic preducers to improve their
operations so as to be in a better position to meet the competition from
imports. The recent increase in demand for particular imported prod-
ucts has intensified the need for greater flexibility in being able to
furnish necessary relief to those who are injured. {'nder the provisions
of the Trade Expansion Act of 1962, U.S. industries have generally
found it difficult to obtain such relief. The proposed amendment will
liberalize the criteria for findings of injury and thus provide the
desired flexibility. It would ease the eligibility requirements by reduc-
ing the test for import injury from “major” factor to “primary cause”
and would also eliminate the need to establish a causal link between an
increase in imports and previous tariff concessions.

The amendment, if adopted, will provide much less reason for Amer-
ican firms and workers to feel that their only recourse from import
competition is to seek relief through special legislation.

It must be borne in mind, however, that making relief more readily
available to our industry in the form of tariff adjustment or other
restrictions on imports carries with it the responsibility to compen-
sate countries whose trade may be adversely affected as a result and
who are legally entitled to such compensation under the provisions of
the General Agreement. on Tariffs and Trade. This is the primary
purpose of the proposal to authorize the President to reduce tariff
rates by 20 percent.and the two proposals are therefore interdependent.
We must be in a position to offer compensatory tariff reductions to
countries whose exports are adversely affected by the graating of
escape clause relief under the liberalized eriteria. Otherwise, we can
expecet them to exercise their right under the GATT to retaliate against
the exports of other U.S. industries.

ADJUSTMENT ASSISTANCE FOR FIRMS

This brings me to the feature of the bill for which the Department
of Commerce has primary administrative responsibility ; adjustment
assistance for firms. The proposed amendment would clearly have the
effect of making adjustment assistance more accessible to more firms.
As in the case of the proposal on the escape clause, this amendment
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would eliminate the present requirement to prove a linkage between
past tariff concessions and increased imports—a relationship which is
at best exceedingly difficult to establish in & dynamic market situation.
The Administration’s proposed amendment would also provide that
adjustment assistance be available to firms if increased imports are a
“substantial cause” of serious injury rather than the “major” factor,
as now provided. “Major"™ factor ha: been interpreted to mean at least
51 percent of all causes whereas “substantial cause” is intended to mean
an actual and considerable cause but not necessarily one that is greater
than any other single cause.

The bill would also transfer the function of making determinations
on the existence and cause of injury from the Tariff Commission to
tho President, although the Commission would continue its fact-
finding investigations. This change is intended to streamline proce-
dures and place full responsibility on the executive branch, which is
charged with administering the program.

Finally, the bill would give authority to grant adjustment assistance
when an “appropriate subdivision™ of a firm suffers injury. Under the
present law, the firm as a whole must demonstrate injury in order to
qualify for assistance.

We made no suggestions in the bill for changes in the assistance we
are authorized to provide individual firms. This was because, in the
eight years this program has been on the books, we have not had the
opportunity to certify a single firm as eligible to apply for aid and
consequently we have had no experience in operating the program.
However. the two escape clause decisions by the President in Febru-
ary—on upright pianos and sheet glass—made it possible for the first
time in history for firms to apply for assistance. The Department of
Commerce has now received a number of official requests for eligibility
certificates and has been contacted by several firms for advice on appli-
cation procedures and requirements.

Without the needed background of experience in administerng ad-
Justment assistance, I cannot tell you at this time whether the authority
we have will prove adequate to the task envisioned by Congress of
assisting injured or threatened firms to adjust to import competition.
We are making a major effort now to organize so that we can be fully
responsive to anv firm that may be certified as eligible. We have as-
signed responsibility for administering the adjustment assistance pro-
gram to the Office of Business Programs, Business and Defense Services
Administration. That office is coordinating our preparations within
the Department and is establishing the necessary liaison with other
agencies able to provide assistance under the program.

T would expect that the Adjustment Assistance Advisory Board, as
provided in the Trade Expansion .Act. will take an active 10le in the
development of adjustment assistance programs. That Board, which I
chair, consists of the Secretaries of the Treasury, Agriculture. Labor.,
Interior, and ITealth, Education, and Welfare, the Administrator of
the Small Business Administration and other officers the President
wishes to appoint. In view of the diverse agencies represented on the
Joard. T think that it can make a meaningful contribution to the de-
velopment of a coordinated and sound program.
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NONTARIFF BARRIERS AND ASP

A feature of this bill which may have longer range implications for
U.S. trade policy, particularly if it is supplemented by an expression
of Congressional interest in pursuing the elimination of nontariff bar-
riers, is the propusal to eliminate the American Selling Price system
of valuation for certain products. prisiarily benzenoid chemicals. The
elimination of the American Selling Price system would mean that
other countries would carry out their agreements under the Kennedy
Round and move ahead to reduce their tariffs on imports of certain
chemical products. This action thus would improve our export possi-
bilities in major foreign markets. I am convinced that efforts to get
our major trading partners to examine possible solutions for reducing
or eliminating .iontariff barriers will be significantly affected by the
decision of the Congress on eliminating or retaining the American
Selling Price.

I would like to outline briefly for the Committee how the efforts
which our Government initiated concerning nontariff barriers are
progressing in the GATT. The Committee on Trade in Industrial
Products has completed a thoroughgoing examination of some 800 non-
tariff barrier items affecting trade in industrial products that were sub-
mitted by member countries. These barriers fall into fivé broad cate-
gories: (1) government participation in trade, such as subsidy pro-
grams and state trading enterprises: (2) customs and administrative
entry procedures; (3) standards; (4) quantitat®- e and other limita-
tions on imports and exports: and (3) use of price mechanisms to limit
imports and exports. .Accordingly. five subgroups of this Committee
have now begun to search for possible solutions to the removal of these
barriers. All of the work so far is preparatory to possible future nego-
tiations and does not involve any commitment to implement any of the
solutions discussed.

A realistic view of the prospects for reducing or eliminating nontariff
barriers is that progress will be slow and difficult. .\s in tariff negotia-
tions, the principle of reciprocity applies. We will have to give some-
thing to get something. Most of our nontariff barriers, such as ASP,
and those of other countries are statutory and can be modified only
through legislative action. While there seems to be general agreement
among our major trading partners that ways and means can be found
for dealing with at least some of these barriers, we have had a number
of indications that they are not prepared to commit themselves to work
actively towards this objective without some assurance that the United
States Congress supports the Administration’s efforts.

The trade bill also proposed two additional means of strengthening
the President’s hand in seeking an end to certain foreign practices that
unfairly impede U.S. sales abroad. Under one proposal, the authority
the President now has to take action against countries which maintain
unjustifiable import restrictions on U.S. agricultural products would
be extended to cover U.S. nonagricultural products as well. The second
proposal would permit the President to take appropriate measures in
cases w here subsidized exports to third country markets unfairly affect
competitive U.S. exports in those markets as a result of such
subsidization.
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MEASGRES TO EXPAND U.S. EXPORTS

This bill, on the whole, is geared primarily to give us needed tools to
help handle our import problems. That does not mean that we are not
seriously concerned with our export problems. This .\dministration in
the past year has probabiy taken more effective and meaningful steps
to expand our exports than have bee:. taken in any similar period of
recent history. To cite some examples:

* ¥ * In the field of financing, we have made encouraging progress
in broadening the export financing programs of the Export-Import
Bank and its private affiliate, the Foreign Credit Insurance .ssocia-
tion. The Eximbank has been able to expand its participation in financ-
ing commercial export paper. The bank is also using its guaranty
authority to support greater commercial bank financing for exports.
Also, the Federal Reserve has partially liberalized its restraint on
foreign lending for U.S. exporters. .

* ¥ * In the field of transportation, we have taken two forward
steps. We are in the process of completing measures to simplify Ship-
pers’ Export Document procedures and we have begun discussions with
other governments on international standards for containerized ship-
ments. We are also looking into proposals for reducing U.S. rail rates
on exports and promoting use of U.S.-flag vessels.

¥ * * We have stepped up our efforts to encourage U.S. industry to
export more of its products. We feel that the potential of .\merican
business to sell abroad is being only partially realized, with many
firms unaware of the profit possibilities and opportunities to broaden
their markets by exporting.

Commercial exhibits abroad have proven a valuable aid to export
promotion. This fiscal year, the Depart.inent of Commerce plans to
stage 22 trade fair shows abroad and #1 shows in our overseas trade
centers. These centers are located in key marketing arcas which have a
high potential for sales of American products. About 2,500 American
manufacturers are expected to participate. In the next fiscal year we
intend to mount 23 trade fair exhibitions and 63 t:ade center shows. We
will also improve the effectiveness of our trade centers by adding
market development assistance services and more between-show
activities.

Furthermore, we have established an International Business Assist-
ance Service to coordinate and expedite government action on behalf
of businessmen who need help on specific export problems involving
U.S. or foreign government agencies.

In addition, we are making more sophisticated and comprehensive
foreign market research information available to T.S. business on
specific export opportunities for specific products. We intend to im-
prove this information service by the use of automated techniques. The
number of trade missions to foreign markets will be expanged, with
more specialization in approach.

There 1s much more to be done, of course, but we feel that we are
moving in the right direction and can take satisfaction in the real steps
being taken to expand U.S. exports.
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THE ROAD AHEAD

To conclude, the road ahead for U.S. and world trade gives every
promise of leading to new heights in the volume and value of goods
exchanged. But it will also have its rough stretches and tight turns. The
measures requested in the trade bill will permit us to negotiate those
stretches and turns with improved chances for success. They will pro-
vide the President with the flexibility he needs to further U.S. interests
at the bargaining table and to act promptly when developments ad-
versely affect those intecests.

PAGE 20 BLANK
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TEXTILES

The problem of textile imports is not, as the Committee well knows,
a new one, Rising imports of textiles and apparel have long been of
concern to many in the Congress, to industry and labor, and to the
Executive Branch.

President Nixon, as one of his early actions, asked me to work for
international agreements that would enable us to assure a more orderly
pattern of import growth for the future than has been the case in
the past several years. I shall describe the negotiations that have
taken place thus far. But first, I would like to sum up the situation in
the industry, with labor, and in the trade.

I. BASIS FOR ADMINISTRATION POSITION

The basic reasons for our position on the textile import question
are as follows:

1. The textile and apparel industry makes a major contribution to
the economic health and well being of the country and its workers.
At the present time the industry directly employs about 2.4 million
workers and provides the principal livelithood for many hundreds of
thousands more on cotton farms and wool growing ranches, in the
man-made fiber industry, and in related service industries whose sales
depend upon the continued good performance and strength of the
domestic textile and apparel industry.

The industry is also & major employer of minority workers, of
women, and of the under-skilled. For the first time in many vears this
industry now ranks above the national average for manufacturing
industries in the employment of minority group workers. It is a vital
source of joh opportunities and job training for new entrants ints the
labor market, providing a continuing basis for their economic ad-
vancement. But employment has been declining in the past year.
March employment was 33,000 lower than the previous March.

2. Notwithstanding the existence of the Long Term Arrangement on
Cotton Textiles and the bilateral agreements thereunder, textile and
apparel imports have increased dramatically. This has been partic-
ularly true of articles outside the scope of those arrangements. In 1962,
our imports of cotton, wool, and man-made fiber textile products
amounted to 1.3 billion square - 1rds, of which catton textile products
accounted for 1.2 billion. In 1269, tlese overali imports amounted to
3.6 billion yards, with cotton textile products at 1.6 billion yards and
man-made fiber textile products at 1.8 billion yards. We are importing
in 1970 at an annual rate of 4 billion yards.

3. The United States trade balance in textiles can be described in
only the bleakest terms. As recently as 1961, we enjoyed an export sur-
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plus in textiles and apparel made from cotton, wool, and man-made
fibers. This position rev.rsed itself in 1962, and in each subsequent
year the deficit  imports over exports has climbed rapidly. In 1966
and 1967 it was just over $500 million, in 1968 it rose to more than $800
million, and last year, it amounted to almost one billion dollars. A key
clement in this trend is man-made fiber textile product imports.
Between 1966, the last surplus year for man-mades, and 1969, the bal-
ance in the products shifted from a surplus of $43 million to a defici*
of $348 million. The deficit in wool textile products has grown from
£192 million in 1961 to almost $100 million in 1969. )

4. Two key factors in the deterioration of this trade picture are, first,
the existence of agreements and other unilateral measures by which
other countries restrict access to their markets for the same products,
and, second, the large gap between wages in the United States and in
other foreign textile producing countries. )

Restrictions on textile and apparel imports have long been main-
tained by other countries on products from the same countries now
shipping so heavily to the United States. I am submitting for the rec-
ord a detailed listing of these limitations—in so far as w2 know. Other
limitations established througl private agreemenis and administrative
action also contribute to the channeling of exports of these goods to
the U.S. market. These administered restraints long have been the sub-
ject of international complaint, but they evidently persist in many
countries.

United Nations figures, in addition to our own import figures, bear
this out. Data now available show that in 1968 while the United States
took 20 percent of Japan's textile mill products exports, the EEC
imported only 3 percent. We imported 31 percent of Japan's apparel
exports and the EEC took only § percent.

A large portion of Japan's textile mill product exports goes to Hong
Kong where it is made into apparel. We imported 3R percent of IHong
Kong's apparel exports in 1968 (first hzlf only) while the EEC took 14
percent. In the mill products sector, we imvorted 32 percent of Hong
Kong's exportsas against 2 percent for the EEC.

The disparity was equally pronounced for our other major supliers.

In short. our market has been open while others have been clesed
and the impact has been considerable.

3. Textile and apparel manufacturing, while becoming increasingly
subject to automation, remains a relatively Iabor intensive industry.
Our industry has spent billions of dollars to make it modern but vir-
tually all countries have access to the latest technological innovations.
In most cases, the wage differential between United States and foreign
manufacturery provides the crucial margin of advantage which en-
ables foreign goods to move heavily into the U.S. market.

One example will suffice to show the nature of the problem. Apparel
workers in the United States receive on the average $2.38 per hour.
The same work done in Japan, the highest paying of the Far Eastern
countries, receives $.57 per hour. In Korea $.13 is the hourly wage for
this work when done by men, and $.07 when it is done by women.
(These figures exclude the variety of fringe benefits and indirect costs
which vary from country to country and among firms.)
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Within the domestic industry as a whole, imports have had a range
of effects varying in intensity. Some sectors have seen their own pro-
duction decline while imports grow, others have managed to hold
steady, even while yielding all growtfl in the market to imports. I am
sure that industry witnesses before this Committee will give case
studies and examples, and I shall refrain from doing so at this point.
A principal concern of ours, however, has been to establish a mecha-
mism that permits us to move quickly to prevent disruption from
?preading rapidly through large numbers of closely related product

nes.

We need a mechanism that can move as the patterns change and not
one that comes into play after the damage has been done. This has been
the key goal of our negotiating effort, an eflort I want to discuss briefly
with you at this point.

II. NEGOTIATIONS

The textile issue was among the first major issues iz the trade field
that we faced in January 1969. Recognizing the need for prompt
action, we reviewed the situation, developed a plan and promptly pre-
sented it to the major countries involed.

The first full presentation of the issues to the countries concerned
was made during the course of my trips to Europe and the Far East
in April and May, 1969, both undertaken at the request of the Presi-
dent. These trips were not intended to be negotiating trips on the tex-
tile problem. As you well know. the trade problems we face in both of
theso areas range beyond textiles. What I hoped to acomplish on the
textile question was to lay out the situation as we saw it, to emphasize
the importance we ascribed to its solution, and to indicate the kind of
solution we believed would be most appropriate.

In view of the number of countries concerned, the fast moving
nature of the textile trade, the existence of a multilateral aereement
on cotton textiles, and of many agreements among third countries, we
felt that a multilateral agreement would be best for wool and man-
mades. Under it individual importing and exporting countries could
negotiate bilateral agreements taking account of particular aspects
of their textile relations. .\ multilateral framework also would offer
an opportunity for full and open discussion of all textile restraint
agreements, and would establish a mechanism whereby countries not
participating in the arrangement could be enjoined from taking un-
fair advantage of those entering into agreements.,

But this suggestion was not favorably received. Some indicated
that we should solve our own problems without inyvoliing either them
selves or the GATT organizution. Other factors no doubt played sn
important role in the development of opposition to the multilateral
agreement idea.

Following my trips to Eurepe and the Far East, we took stock of
the situation and the arguments that had been raised. We decided
that our preference for a multilateral solution should not be a bar to
any progress at all, and therefore determined to .nove promptly from
urging immediate multilateral negotiations to opening bilateral talks.
It was our view that any agreements thus worked out could form a



- 24

basis for later multilaterai discussions. In essence, we wanted to be
sure that every reasonable avenue was explored. If a multilateral solu-
tion was unacceptable, we would talk bilaterally.

Accordingly, last July we took the opportunity of the annuai Tabi-
net level meeting with Japan to suggest that bilateral talks be opened
promptly on the textile question, putting aside the multilateral idea
at that time.

The Japanese agreed to send a team to Washington to review the
facts of the situation and to probe U.S. proposals for a solution. These
talks were held in Washington during the week of September 16,
1969. Immediately following these talks—which, as it turned out,
did not do any probing of our proposals for a solution—we formally
proposed a comprehensive bilateral agreement to Japan covering all
woo! and man-made fiber textile products.

Our ides was to set separate annual overall levels on trade in wool
and man-made fiber textiles, within which tnere would be group levels
and individual levels for svarious individual product-categories in
which import problems were aiready severe or where substantial dam-
age was clearly threatened. Categories of goods not under these ceilings
would be subject to a consultation provision pursuant to which
restraints wou{d be developed in the event the import and market
situation in other areas begin to deteriorate and specific a.:tion seemed
necessary. Adjustments in the ceilingswould parallel conditions in the
domestic market.

In short, the proposed agreement was comprehensive in that its pro-
visions applied to all imports of wool and inan made fiber textile prod-
ucts, and yet, it did not impose a rigid ceiling on every preduct across
the spectrum of textile and apparel imports. It was and is a flexible
approach, This is the same approach which has worked well in cotton
textiles: it would do so in wool and man-mades.

Obviously, we left room for negotiation. We did not present rigid
proposals cn a take-it-or-leave it basis. We were willing to listen, to
revise, to make new suggestions. We were preparad to negotiate in
good faith.

Following another series of exchanges through diplomatic channels
in Washington and Tokyo, we agreed to meet in Geneva in mid-
November, for further discussion. Japan had indicated iis very strong
objections to any comprehensive agresment, and at these meetings, the
Thnited States presented a framework for an agreement which would
not involve comprehensive overall ceilings. Our November ideas would
have provided full coverage through a series of specific levels on iden-
tified products and a consultation mechanism to assure our right to pre-
vent an excessive trade build-up in new categories or areas. We
attempted thereby to deal specifically with the Japanese position
against comprehensive restraints. ‘Chis approach was rejected.

Again in December, we met briefly with the Japanese Government's
representatives in Geneia and presented a formal proposal for agree-
ment. In light of the reaction to our November proposal, this proposal
was based on cverall and group ceiling. for wool and man-mades in the
general pattern of our bilateral cotten textile agreements. Sub.
sequently, on January 2, we formally propused an agreement based on
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the trigger mechanism approach first explored with Japan in the
November meetings in Gereva.

During this period, proposals for agreement were also put forward
to a number of other governments concerned. _

We have held many meetings with delegations from these countries
and there have been innumerable smaller sessions with individual
representatives both here and in foreign capitals. We have presented
voluminous data on request, and we have explained the elements of our
proposals at great length so as to leave no chance of misunderstanding.

We are at a key point in the textile and apparel import situation. We
will know soon whether an agreement can be concluded.

III, TEXTILE PROVISIONS OF H.R. 16020

This, Mr. Chairman, brings me to textile portions of FHL.R. 16520.
Several aspects of these provisions should be modified before the Com-
mittee takes its final action on them. I refer in particular to the defini-
tion of “textile articles™ which we feel is too broad, and to the quota
provisions which do not distinguish between disruptive and non-
disruptive imports.

We would revise the definition principally to exclude man-made
staple fiber and filament, and silk products. We do not believe that
these man-made fiber materials should be included within the frame-
work of a textile articles program, as, in reality, they are products of
the chemical industry rather than of the textile industry. We do not
believe that import restraints in this area are required, and have not
included these products in our negotiations with foreign governments.
Ishould add, however, that we would include filamnent yarns that have
been processed. These are textile industry products which can reason-
ably be included in this bill.

S"ilk products are imported in relatively specialized areas and in
small quantities. As a general proposition they do not substantially
compete with American manufacturing and in our view they need not
be included inan import restraint program at this time.

As presently drafted, H.R. 16920 would require the imposition of
quotas on imports which we feel are not disruptive to the United
States market, unless agreements were negotiated. We do not believe
that the countries expoiting such goods to the United States should
be confronted with a situation in which the trade in such nondisrup-
tive articles must be reduced or subject to negotiation. In some cases
we feel certain that such a confrontation could lead to retaliation
against United States trade. We do not feel that this situation is war-
ranted or necessary to a solution of the textile import problem. The
Long Term Cotton Textile .\rrangement, which authorizes a flexible
approach based on the G.ATT concept of market disruption has pro-
vided a reasonable mechanism. If adequately enforced, this concept
gives the protection required without, at the same time, compelling
avoidable trade conflict. .\ccordingly, we would propose the addition
of language authorizing the waiver of quotas in situations where a
finding is made that the imported articles are not causing or threaten-
ing disruption of the domestic market.
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STUPPLEMENTARY STATEMENT oF HowN. Maorice H. Staxs,
SECRETARY OF COMMERCE

TEXTILES

The President is well aware of and concerned with the problems
of the textile industry. He has expressed that concern and his deter-
mination to do something about it both before and aiter his election.

The greatly preferred method of solving this problem is through
voluntary agreements. Recent action, which I cannot detail today for
obvious reasons, leads us to believe more strongly han ever that such
agreements can be successfully concluded in the next several weeks.
Therefore, the Administration requests the Congress to defer con-
sideration of the textile portion of the Mills bill for several weeks. If
by the end of this period our expectations prove to be wrong and we
are unsuccessful in negotiating voluntary agreements, we will at that
time consider the matter with Congress.

The President also recognizes the pressure on Congress for actien.
The Congress may well feel it must move ahead with legislation on
tLis matter at this time. But I would urge the Committee to withhold
specific action until I can come back at a later date with a further
report before the hearings are closed. I ask the Committee’s permis-
sion to do so.
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I am pleased tw appear today to discuss certain elements of the
Administration’s trade policy and to support IL.R. 14870, the proposed
Trade Act of 1969. In addition, my associate, John S. Nolan, Acting
Secretary for Tax Policy, is prepared to present to you in some detail
a specific proposal covering our tax treatment of export income. This
proposal is designed to provide tax treatment of export income more
comparable to that provided other foreign source income and more in
accord with the competitive realities of world markets.

The United States has provided leadership throughout the postwar
period for liberal trading and investment practice. The essence of that
policy has been to work toward the removal of tariff and other restric-
tions on trade on an evenhanded and reciprocal basis. We have done so
in the firm belief that expansion of international trade and investinent
under fair competitive conditions is in the interest of all nations.

I believe we can take pride in the achievements of the past, parti
ularly in the reduction of tariffs. Our basic approach remains sound.
At the same time, we must recognize that, with tariff barriers already
substantially reduced, dramatic new breakthroughs are less likely in
that arca. Qur attention must shift increasingly to other barriers to
trade—equally real but often less casy to identify and measure. We
must also be alert to the hardships and adjustments enforced on partic-
ular industries or sectors in response to shifting trade patterns. Other-
wise, past accomplishmeats will be undermined, and we will not be
able to maintain forward momentum against the challenge of those
who would seek other solutions to their problems—sclutions that look
inward to unilateral protective measures in one form or another.

H.R. 14870 would provide the Administration with the minimum
tools it needs to maintain forward progress, while protecting the legiti-
mate interests of American business and labor. The Special Repre-
sentative for Trade Negotiations has discussed the specific provisions
of that bill in some detail. I would like, briefly, to note the relationship
between our approach to trade policy and our broad international
economic situation.

Our international balance of payments remains unsatisfactory. This
is true despite the fact that during 1969 we achieve some growth in our
holdings of gold and foreign currencies, as well as creditor position in
the IMF. At the beginning of this year, these assets were further
supplemented by the first .llocation of Special Drawing Rights.

Moreover, foreign official dollar holdings have declined significantly

low peak levels. In eaci: of the past two vears, we have recorded some
surplus in our official setiicments sccounts, in & cummulative amount of
about $414 billion.

_ However, it must be recognized that these shifts in our financial posi-
tion were primarily « reflection of extremely tight money in the United
States. The high iaterest rates and shortage of funds in our markets
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attracted a huge inflow of short-term money from abroad. This influx
of short-term funds cannot continue indefinitely. Indeed, in 1970, there
has already bLeen some reversal. This has contributed, at least tem-
porarily, to a sizable deficit in our external accounts during the early
months of the year. ‘

In these circumstances, a new emphasis needs to be placed on devel-
opments in the more basic element: of our international accounts. Our
trade position is of central importance in this respect. The heart of our
present balance of payments problem lies in the fact that, largely under
the pressure of internal inflation and overheating, our traditional trade
surplus has dwindled away. Standing at about $615 billien in 1964—
roughly 1 percent of our then GNP—-our trade surplus declined to less
than $1 billion in both 1968 and 1969. Pavallelir.g this drop in our trade
balance, our surplus on all goods and services—despite a steady
increase in income on foreign investments—has also decreased.

Rebuilding this surplus must be a prime policy objective, There is no
other way in which, over a period of time,we can provide the rest of the
world with the real gnods and services necessary to support our invest-
ment activities and international obligations. Moreover, we must
restore our trade and current account surplus in &« manner fully con-
sistent, with our key position in the world economy, and with the role of
the dollar as the pre-eminent world reserve and trading currency.

In meeting this challenge, the puth of restrictionism is not really
open to us, not just as a matter of economic philesophy, but also for
very practical reasons. Restrictions which are unfair and unacceptable
to our trading partners invite retaliation. Thus no benefit to our
trade position is achieved. and spreading restrictions would damage
our prospects for regaining a substantial surplus through competitive
processes. Moreover, I Lelieve we should recognize that freedom to
import. is one of the most effective possible checks to domestic inflation-
ary pressures. We cannot expect to maintain a competitive industry at
Lome behind a succession of import barriers. Conversely, as we reap
the henefits of our current policies to restrain internal inflation, one
consequence will be an improved international trade position. We see
evidency of this already. In the first quarter, our trade surplus was
about $500 million, almost as much as during «ll of 1969. This is en-
couraging, but we have a long distance to go in achieving and main-
taining a surplus in the magnitude we need. ‘

Better economic performance over a series of years is essential to
that cffort. But, in addition, the Administration is undertaking a con-
certed effort to induce and support efforts of industry to seek out and
better develop foreign markets. One major element in that effort is to
assure competitive export credit facilities. .\t the same time. we in the
Treasury have reviewed thoroughly the implications of our tax strue-
ture for the exporting effort. Specifically, we have appraised such fac-
tors as the tax treatment of exporters in other countries, the tax treat-
ment of export income under U.S, law as compared to other foreign
scurce income, and the question whether the T.S. tax structure does
not .nadvertently contribute to an attitude among many American
producers that export markets are of secondary interest, not worth
concerted and aggressive ¢ffort over a period of years.

This examination has led to the conclusion that, in some respects,
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our tax system does tend to create an unnecessary drag on exports and
actually gives some incentive to manufacturing abroad rather than in
the United States. Accordingly, we have developed a proposal for a
Domestic International Sales Corporation (DISC). We believe this
proposal provides a more equitable and satisfactory basis for the taxa-
tion of export income. Essentially. it would permit a company, within
prescribed rules, to defer income taxation on exports sold through a
domestic. export subsidiary. The proposal builds upon and modifies
certain existing provisions of U.S. tax law that, in practice, have not
been fully effective. It is consistent with international practice and
obligations.

Specificially, the DISC proposal recogmizes that export income is
partly foreign source income, just as .ncome from foreign subsidiaries
1s foreign source income. This principle that export income may in
substance include foreign source income has long been recognized in
our tax code, and it- has long been a provision of the tax code of other
countries. Where this sound tax philosophy has gone astray in the op-
erations of our tax system is that the tax deferral of retained earnings
available on foreign investment income can only be obtained on export
income through creating a foreign-domiciled sales subsidiary, which
many companies find awkward and impractical. Foreign source income
may appropriately be determined by the real place of sale. and the
destination of the goods; the domicile of the corporate vehicle throngh
which the sale is passed is a matter of incidental significance.

Wo believe that this approach is consistent with the basic philoso-
phy of the T.S. tax svstem. The Committee has before it another bill,
IL.R. 13713, that would approach the probiem from an entirely differ
ent direction, providing a rebate to the exporter for taxes directly or
indirectly Lorne by articles exported. I recognize that elements in this
approach bear some similarity to the GATT-sanctioned practices of
many foreign countries providing a rebate to their exporters for
value-added taxes. It would, however, raise a number of issues that
have not been satisfactorily resolved internationally. In the circum-
stances, other countries could well institute comparable proiisions
reiated to similar taxes where no rebate is now provided. Moreover,
the revenue cost would be substantial. For example, if the rebate
should work out to roughly + percent, the loss would probably ap-
proach $1 billion or more.

It must be recognized that our own proposal, by deferring income
taxes on a large volume of exports, would also entail a significant
revenue loss, T cannot ignove that impact, in the light of our present
budgetary position. Consequently, fiscal vesponsibility requires that
the effective date for action in this area be delayed beyond fiseal 1971
to QTl]]). 1, 1971.

The estimated revenue impact for the first full vear—under our
proposal, Fiseal 1972—is expected to approximate $450-$600 million.
This revenue impact will. of course, need to be taken into account in
shaping our overall budgetary program for that period.

The impact on exports would develop through several channels.
Mo directly, the tax deferral would increase the profitability of ex-
porting. In many instances this should induce more effoctive pro-
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motional efforts or other measures to compete more effectively. Per-
haps more important over time, basic decisions on the location of new
investment facilities at home or abroad would be affected, and com-
panies would be encouraged to develop long-range export strategies.
Indeed, I believe this shift in taxation would help signal to industry
that improved export performance is a national objective of high
priority; it would help build the con:. iousness and attitudes toward
exports that this country has been sorely lacking.

In our judgment, the effect of removing the bias against exports in
our tax system in the manner proposed should be to generate over time
a level of exportsa billion dollars or :mnore greater than might otherwise
develop.

In summary, we consider the DISC can be an effective companion
piece to our liberal trade policy. It is an outward looking measure,
resting on a desire to remove impediments to competing more effec-
tively. It can be a part of an effective approach to our entire balance
of payments problem, and it is an approach that accepts competitive
imports as a factor in our battle against inflation.

At the same time, we must face the fact that, in the light of fiscal
requirements, the effective date should be deferred. We urge that this
If);'oposal receive your careful consideration in the light of all these

ctors.
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or THE TrEASURY ror Tax Poricy

Mr. Chairman and members of the committee, I appreciate the
opportunity to appear before this Committee to describe our Domestic
International Sales Corporation (DISC) recommendation. We make
this recommendation because the U.S. tax system presently results in
an income tax disadvantage to U.S. export sales as compared to foreign
production of subsidiaries of U.S. companies, or of foreign-owned com-
panies. At a time when the U.S, is making every effort to improve its
balance of trade, this disadiantage should be removed. The DISC pro-
posal provides for deferral of U.S. tax for a domestic corporation
engaged in export sales similar to that presently provided for foreign
manufacturing subsidiaries of U.S. companies, ‘This recommendation
for providing greater equity in the U.S. tax treatment of export income
to the extent it constitutes foreign source income is sufficiently related
to the foreign trade position of the United States that it deserves your
consideration at the present time.

While income tax factors are important, we recognize that economic
factors often tend to favor local production in or near the market in
which the products are being sold. Over the last twenty years we have
witnessed a constantly inereasing degree of manufacturing abroad by
U.S. companies. Ia many cases, for a variety of political and economie
reasons, such local production may be the only means of comypeting
effectively in certain markets. U.S. tax policy can and should, at best,
have only a limited effect on such decisions. On the other hand, the T°.S.
tax laws themselves have treated export sales much less favorably than
foreign manufacture and thus have compounded the emphasis on
foreign production. This inequity in our tax laws can and should be
remedied.

We should compare T.S. tax rules with those of many of the devel-
oped countries of the world which base their tax jurisdiction on terri-
torial concepts and defer their tax on export income or exempt such
income from tax, to a greater or lesser extent, In addition, many coun-
tries have special tax rules which effectively promote export activity
such as extraord:nary reserve allowances on export sales and greatly
accelerated depreciation of export assets. In contrast, the United States
taxes currently and, with the exception of the Western Hemisphere
Trade Corporation concept, fully the income from any export sale by a
domestic corporation because the corporation is incorporated in the
United States.

In 1962, legislation was enacted to tax currently United States
sharecholders on certain passive income (such as dividends, interest,
and royalties) and on certain sales and services income earned by
controlled foreign subsidiaries. Two important exceptions were made.
First, the Export Trade Corporation exception in section 970 of the
Internal Revenue Code provides specifically for limited deferral of
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income earned by a foreign corporation selling U.S. export produc-
tion. In retrospect, it seems strange that such deferral should be avail-
able only to a foreign corporation and not where export sales are
made directly by a U.S. corporation. Second, section ¥63 allows in
effect full U.S. tax deferral of low-taxed income of a foreign sales
company where pursuant to a so-called “minimum distribution™ elec-
tion such income is averaged with hig'er taxed income from foreign
manufacturing activities of the same controlled group if the average
effective foreign tax rate reaches 90 percent of the U.S. tax rate. In a
real sense, the only T.S. exporters who benefit from such deferral are
those who also have substantial investments in foreign manufacturing
facilities and thus can achieve this complex averaging effect.

In view of these limitations on deferral, the only way most T.S.
manufacturers are able to obtain the benefits of full deferral of the
U.S. tax is to form a foreign corporation to manufacture abroad. The
income from the sale of goods manufactured by foreign corporations
owned by U.S. shareholders is not taxed by the United States until
such income is distributed to the shareholders (or the stock of the
subsidiary is sold). Until distribution (or the sale of the stock), the
only applicable income taxes are foreign taxes, and these may be
imposed at a level below the U.S. level or may be completely waived,
especially on exports.

This existing T.S. tax treatment of foreign source income inher-
ently involves a bias in favor of our largest corporations. Through
their extensive foreign struetures, they arc frequently able to use the
foreign tax credit, either with or without minimum distribution elec-
tions, to reduce their T.S. tax liability on export earnings. To the
extent this is being achieved under present law, the tax referral effect
of the DISC proposal would not involve a revenue loss through a
postponed receipt. We do not have adequate data at this time to deter-
mine the extent to which the foreign tax credit presently serves to
shield export income from T.S. tax, but be believe it to be significant.
The more important point, however, is that the DISC would work
more in favor of companies without existing large foreign structures
and extensive foreign tax credits.

Accordingly, the DISC will provide equivalent opportunities for
tax deferral for foreign source income, to the extent this income arises
from export sales, for smaller corporations and for corporations newly
entering the export market or expanding their export sales. This
additional equity of tax treatment as between our largest corporations
and T.S. business in general is an important feature of the Adminis-
tration’s proposal.

Some would say that the remedy to the inequities we describe is sim-
ply to remove the deferral on all foreign earnings of T.S.-controlled
businesses and tax it currently. Such a response clea.lv acknowledges
the inequities we describe. It also overlooks some critical facts. The
foreign-owned competitors of U.S. businesses in the world markets are
generally not subject to such an all-embracing concent of taxation by
their home countries. To the contrary, the territoriality principle of
the tax systems of the majority of industrialized countries exempts for-
eign source earnings, so that their companies operating abroad are
able to enjoy the full advantage of tax helidays and reduced corporate
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rates, whether directly or through greatly accelerated depreciation al-
lowances or other special tax allowances or inducements.

Our studies show that the average effective foreign tax rates are gen-
erally below our U.S. effective corporate rate. For 1964, the effective
foreign tax rate on all foreign subsidiary operations of T.S. businesses
was approximately 38.6 percent, Qur U.S. companies presently achieve
deferral on the difference between the foreign tax level and the T.S.
tax level with respect to the earnings of their foreign subsidiaries, and
thus pay no more tax on a current basis than their competitors. How-
ever, virtually every foreign country imposes a withholding tax on divi-
dends. If the U.S. were to impose its taxes on the earnings of U.S.-
controlled foreign subsidiaries on a current basis, these subsidiaries
would surely remit their earnings in dividends to be certain of obtain-
ing the foreign tax credit for the withholding taxes on dividends.
Earnings needed in the businesses of the foreign subsidiaries would
then ve returned as eapital contributions or loans,

These withholding taxes would largely offset the residual T.S. tax
through the foreign tax credit. The net effect would be an increase in
the current fereign taxes collected from U.S. businesses with little, if
any, additional U.S. tax. Thus, the position of the .S, businesses in
the world market would be prej udice()l.

We think it is not wise as a matter of sound national tax policy to
affect adversely the competitive position of our companies by neutral-
izing their opportunities to benefit from lower levels of foreign tax in
countries in which they have substantial operations and which are
enjoyed by their competitors. This, of course, would be precisely the
effect of extending our own corporate tax to all foreign source income
of U.S. businesses. The existing structure provides for deferral of the
U.S. tax until dividends are paid. The payment of such dividends re-
flects the fact that the foreign earnings are no longer needed in the
foreign operations. This is a sound system and is equally sound for
export earnings.

Thus, the basic purpose of the DISC proposal is to remove inequities
in our present system in the tax treatment of export earnings. I will
now outline the main features of the proposal.

1, BASIC PROVISIONS

The Internal Revenue Code would be amended to provide for a new
category of domestic corporation to be known as a Domestic Inter-
national Sales Corporation (a “DISC™). The U.S, tax on the export
income derived through such a corporation would be deferred as long
as it s either used in the corporation’s export business, is invested in
“export related assets™ of the DISC, or is invested in “Eximbank
paper”, and thus is not distributed to the DISC's sharcholders. “Ex-
port related assets™ would include loans to manufacturers, including
the DISC's U.S. parent company where the DISC is a subsidiary. to
finance investments in T.S. plant. equipment and machinery, inven-
tory, and research and deyclopment to the extent these investments are
deemed export related. The manufacturer's total investments for any
of these purposes would be treated as export related in the same ratio
as the manufacturer's sales destined for export bear to total sales.
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In order to qualify as a DISC, a corporation would he required to
confine its activitics almost entirely to export selling and certain re-
lated activities. A DISC could have foreign sales branches and its own
foreign sales subsidiaries where such branches and subsidiaries are
engaged in the sale of T.S. exports. The DISC could not engage in
manufacturing or invest in or finance foreign manufacturing activities
except to a very limited degree in lirect support of its T.S. export
sales activities.

A DISC could sell the products of any domestic manufacturer (pur-
chased from. or sold on behalf of, the manufacturer or another DISC)
and could sell them to any foreign purchaser for a foreign destina-
tion, whether or not related. While foreign permanent establishments
of U.S. persons would be treated as foreign purchasers, this rule would
not apply to sales to the U.S. Government for foreign use. The rela-
tionship of the DISC proposal to trade effected under the Canadian
Auto Agreement is being examined.

Although some complexity will be inherent in defining an entity en-
titled to the tax status-of a DISC, we intend to simplify tax concepts
applicabla to export activity to the maximum degree possible. For ex-
ample, 2 destination test for export sales would be substituted to re-
duce the complexities of the present passage of title test.

2. QUALIFICATION AS A DISC

In order to qualify as a DISC. a domestic corporation would be re-
quired to meet a gross receipts test and an assets test. It would also
be required to distribute currently interest received on investments in
“export related assets™. To achieve recognition as a DISC, the only
requirements would be an equity capital investment of §2,500 or more,
a ratio of indebtedness to related companies not in excess of five times
the equity capital, and an appropriate election.

To meet the gross receipts test, at least 93 percinnt of the DISC’s
receipts would be required to be received from export sales activities
and from investments in “export related assets™ and Eximbank paper.
In order to meet the assets test. 95 percent of the DIS(Ts assets would
be required to be used in its export business or be in the form of “export
related assets™ or “Eximbank paper™. To prevent inadvertent disquali-
fications under either of these tests, we will provide that if any in-
come derived from non-qualified receipts or any non-qualified assets
are timely distributed by a DISC, such receipts or assets will not bhe
taken into account for purposes of the 95 percent gross receipts and
the 95 percent assets tests.

The following would be treated as giving rise to qualified gross
receipts:

Export sales of goods manufactured, produced. grown or ex-
tracted in the United States by persons other than the DISC and
sold by the DISC either on a purchase and resale basis or as a
commission ggent ;

The-leasing or rental of U.S. export property

The performance of services by the DISC ancillary to its sales
or leases;

Interest on credit extended to export customers in accordance
with normal commercial practice;
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Interest on obligations issued, guaranteed or insured by the Ex-

port-Import Bank and certain similar paper:

Interest and dividends from foreign sales subsidiaries engaged
in marketing U.S. exports. including foreign packaging and
limited assembly operations;

Interest and dividends from limited investments in unrelated
foreign corporations made in fur«nerance of export sales, such as
a loan to a foreign distributor: ’

Interest on investments in “export related assets”, including
loans to U.S. manufacturers, whether or not related to the DISC,
to finance investments related to export production:

Gains on the sale of assets used to produce export receipts;

Interest on deposits in the U.S. with persons carrying on the
banking business provided the deposits are temporary—that is,
any deposits as of the last day of the taxable year (other than
working capital used in the export business), must be invested in
other qualified assets within the time preseribed for the filing of
the DISC's return for such taxable year: and

Other transactions and activities directly related to exporting
of U.S. products as designated by the Treasury Department in
regulations.

Qualified assets would include assets used by a DISC in its export
business (that is, assets giving rise to export receipts), investments in
“axport related assets,” temporary deposits in U.S. banks, and invest-
ments in “Eximbank paper.” Among the assets which would in all
events be treated as used by a DISC in its export business or as qual-
ified assets are:

Obligations of export customers received on sales in accordance
with normal commercial practice;

Other working capital used in its sales or commission business:

Export property held for lease:

Assets of foreign sales branches handling T.S. exports:

Obligations issued, guaranteed, or insured by the Export-Im-
port Bank and certain other similar paper:

Stock or securities in foreign sales subsidiaries engaged in mar-
keting TS, exports, including foreign packaging and limited
assembly operations;

Stock or seeurities in unrelated foreign corporations made in
furtherance of an export sale or sales:

Obligations representing loans to domestic producers to finance
“export related assets™: .

Temporary deposits in the United States with persons carrying
on the banking husiness; and

Other assets directly related to TS, exporting as designated by
the Treasury Department in regrulations. )

The third basic requirement for qualification as a DISC is the distri-
bution by the DISC as a dividend within nine months after the close of
its taxable year of interest received on investments in “export related
assets” (loans to manufacturers) and on temporary deposits in T.S.
banks in excess of normal working capital requirements. The stoek-
helders of the DISC receiving such dividends are subject to full
corporate and individual income tax on the distribution.
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3, TAX TREATMENT OF DISC INCOME

So long as the domestic corporation continues to qualify as a DISC,
[7.S. tax would not be imposed on its current or retained export earn-
ings, which would include dividends and interest from its qualified
foreign subsidiaries. ["pon a dividend distribution or the liquidation
or sale of the shares of the DISC, its > tained export earnings would be
taxed to its shareholders as ordinary income. Thus, the net effect would
be a deferral of the T.S. tax. The intercorporate dividends-received
deduction would not be available since the DISC would not have been
subject to tax and the tax is only to be deferred until distribution by
the DISC.

Dividends of a DISC paid out of qualified income would be treated
as foreign source income except to the extent such dividends are
attributable to interest on investments in “export related assets™ or on
domestic bank deposits. With respect to any foreign incomes taxes paid
by the DISC, a foreign tax credit would be available to the corporate
shareholders to offset T".S. tax on foreign source shareholders to offset
U.S. tax on foreign source dividends received from the DISC (or U.S.
tax on liquidation or sale of the DIS() : it could also serve, subject to
the limitations in section 904 of the Code, to offset T".S, tax on other
foreign source income. This would approximate the tax treatment of
accumulated earnings and profits of foreign subsidiaries under present
law and the present treatment for exports where passage of title is
arranged to occur outside of the United States.

4. LIMITATION ON DISC PROFITS

We propose that limitations be established on the profits which could
be earned by a DISC in cases where it is purchasing from, or acting
as & commission agent for, a related manufacturer. Such limitations
would be specified in regulations pursuant to statutory authority.

The regulations would provide that the income of the DISC (com-
puted under normal tax accounting rules) would be subject to being
allocated to the related manufacturer if it exceeds the income computed
under both of two alternative formulas. As long as the income of the
DISC does not exceed the amount determined under the formula
which gives the higher amount, no allocation would be made and the
income could be deferred. The formulas would be:

A. The DISC could not realize income in excess of 4 percent of
its sales plus 10 percent of the “export promotion expenses”
incurred by it: and

B. The DISC could not realize more than 50 percent of the
combined taxable income from the manufacture in the Uhnited
States and the export sales by the DISC, plus 10 percent of the
export promotion expenses incurred by the DISC. For this pur-
pose, the taxable income generated by sales of the DISC would be
determined by deducting from sales the cost of goods sold deter-
mined on the same basis as that charged by the manufacturer on
uncontrolled sales (inventory cost). Other deductions (except cer-
tain nonoperating deductions) such as selling expenses, general
and administrative expenses, research and development and inter-
est expenses, would be ailocated between sales by the DISC and
sales by the manufacturer on the basis of net sales from each of
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these sources or, where certain markets are primary and other
markets are secondary, on an appropriate basis to be specified in
the regulations.

In addition to these formulas, the income of the DISC would not be
allocated to the related T".S. manufacturing company if it is in accord
with the intercompany pricing rules set forth in the existing regula-
tions under Section 482 of the. Intern:” Revenue Code.

Allocation rules along the foregoing lines would be analogous to
those applied Ly a number of countries, generally on an informal basis,
in the determination of their tax liability on exports. Their primary ad-
vantage would be in providing a greater degree of specificity and defin-
itiveness in limiting the profit which may be realized by the DISC vis-
a-vis its related U.S. manufacturer.

5. INVESTMENTS IN “EXPORT RELATED ASSETS”

A DISC would be permitted to invest its accumulated export income
in “export related assets™. Such investments would be in the form of
loans to domestic manufacturers, whether or not related, to finance the
manufacturer’s export related assets. The amount of export related as-
sets of & manufacturer would be that proportion of the manufacturer’s
mvestment in production and supporting facilities which is the same
as the proportion of the manufacturer’s export sales and sales to DIS(Ms
to its total sales. Thus, if the manufacturers export and DISC sales
represented 20 percent of its total sales and its production and support-
ing facilities equaled $20 million, the authorized borrowing would be
$4 million.

It is contemplated that when a DISC makes such loans to an unre-
lated borrower, such borrower would provide the DISC with a certifi-
cation that the borrower has not and will not exceed its authorized
borrowing for the year.

Tha production and supporting facilities of a manufacturer which
would qualify for this purpose would include:

Existing plant, equipment, machinery and supporting produe-
tion facilities (including those for storage, transportation and
administration) valued at their adjusted basis after depreciation
(reduced by outstanding DISC loans previously made with re-
spect to such assets) :

Investment in new plant, equipment and machinery and otbar
new supporting production facilities:

Inventory (reduced by ontstanding DISC loans previously
made with respect to inventory) ; and |

Research and development expenditures (whether or not cap-
italized) incurred during the vear.

It 1s not contemplated that there will be any tracing of loans to
specific manufacturing facilities or equipment actually used in pro-
duction for export. ’

All Joans would be interest bearing, resulting in an interest dedue-
tion to the borrower. The section 452 safe haven rules will be applica-
ble: presently the interest charged must be a minimum of 4 percent and
maximum of 6 percent, although the rate may be higher if an arm’s
length rate would be higher. )

The term of any loan need not be less than 10 years. Loans related to
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investment in research and development and inventory would be for
10 years. To the extent that loans relate to investments in fixed assets,
the term may be longer based on the weighted average useful life for
depreciation” purposes for such assets, with an outside limit for any
asset (including land) of 30 years. At maturity, any loan could be
renewed, or the principal loaned to another borrower, provided always
that there is compliance with the rules previously deseribed.

Qualified loans would remain qualified throughout their term
regardless of any decreases in export sales. They would not be treated
as construetive dividends.

6. ACQUISITION OF EXPORT-IMPORT BANK PAPER BY DISC’S

s stated above, qualified export income would include interest on
eredit extended to export customers in accordance with normal com-
mereial practice and interest on obligations issued, guaranteed, or
msured by the Export-Tmport Bank and certain similar paper. Such
debt obligations would also constitute qualified export assets. In cases
where the DISC acts as a commission agent for an export manufac-
turer, the obligations acquired by the manufacturer in connection with
the extensien of eredit to export customers in accordance with normal
commereial practice could be acquired by the DISC.

It would be provided that the following types of Export-Import
Bank obligations and similar paper would give rise to qualified export
income and constitute qualified export assets:

Obligations issued by the Export-Tmport Bank:

Obligations gnaranteed or insured by the Export-Tmport Bank
in cases where the DISC purchases the obligations from the
Ixport-Import Bank or from the exporters:

Obligations insured by the Foreign Credit Tnsurance Associa-
tion in cases where the DISC purchases the obligations from the
exporter:

Obligations issued by certain domestic corporations organized
solely for the purpose of financing 178, exports pursuant to an
agreement with the Export-Tmport Bank whereby such corpora-
tion makes export loans guaranteed by the Export-Tmport Bank.

7. DEFICIENCY DISTRIRUTIONS

Tn order to prevent jnadvertent disqualification of a DISC, a de-
ficienev dividend procedure would permit continued qualification of
the DISC. Deficiency distributions could be made at two stages where
cither the income or asset test had not been met or interest on invest-
ments in export related assets or temporary bank deposits (referred to
as “distributable interest™) had not been distributed :

Current Deficiency Distributions~Where the DISC during
the taxable year had at least 70 percent of its gross receipts in the
form of qualified receipts, n distribution of the income derived
from non-qualified ross receipts could be made at anv time after
the close of the DISC's taxable vear and prior to the time for
filing the DISC's annual return. Similarly, any non-aualified as-
set could be distributed, or such asset could be liquidated with
the proceeds Leing distributed or invested in qualificd asset, within
such perind. .\ distribution of “distributable interest™ could be
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made within such period without regard to the 70 percent ‘test.
Delayed Deficiency Distributions—A. distribution of “distri-
butable interest™ or non-qualified income or a non-qualified asset
(or a distribution from the proceeds of such an asset) could be
made at any time with respect to any year as to which the period
for assessment of additienal taxes had not expired provided that
the existence of such income or ascet and the failure to distribute

it within the return filing period was due to reasonable cause.
A delayed deficiency distribution would be required to consist of the
distriutable interest or non-qualified income (or asset or proceeds
therefrom) plus an annual interest charge to compensate for the defer-

ral of tax on the income from the return filing date.

8. DISQUALIFICATION OF DISC. LIQUIDATION. OR SALE OF STOCK

Upon liguidation of a DISC or upon its disqualification (where the
deficiency dividend procedures arve not used), DISC status would ter-
minate and the earnings and profits of the DISC on which T.S. taxes
had been deferred would be deemed to be distributed to the share-
holders. Each shareholder would be taxed as if he had received his
pro rata portion of such income in equal installments in the year in
which such Jiquidation: or disqualification occurs and in each of the
sueceeding nine years: except that if the DISC has not been qualified
as such for at least ten years, the period of distribution will be deemed
to be the number of years the DISC was in existence prior to the com-
mencement of the liquidation orthe disqualification.

Upon the sale of stock in a DISC, the gain realized will be taxed at
ordinary income rates to the extent of the accumulated earnings and
profits after the date of the DISC election. The-foreign tax eredit
would be available similar to its application under seetion 1248 of the
Internal Revenue Code.

9. REORGANIZATION OF EXISTING EXPORT OPERATIONS

It is contemplated that in general tax-free reorganizations would be
permitted.to place existing foreign operations in a DISC or to put
existing foreign sales subsidiaries under its ownership.

10. FINANCIAL ACCOUNTING

We understand that the Accounting Principles Board of the Amer-
ican Institute of Certified Public Accountants has recently reviewed
the question of the proper accounting treatment with respect to the
deferred tux liability on the profits of a DISC. We understand that
they have coneluded that the DISC could be treated in the same man-
ner as a foreign subsidiary—that is, under current practice there i« no
requirement that the deferred tax liability be acerued currently on e
income, so that the T.S. tax lability would be reficcted as a cost at & »
time dividends are paid, just as it would be imposed under our DISC
proposal.

This concludes our description of the DISC, A more detailed tech-
nical explanation has been delivered to the Committee and is available
to the publie at the Treasury’s Public Information Office.

I will be pleased to answer any questions concerning this proposal.

PAGE_«»_BLANK



DoMesTIC INTERNATIONAL SALES ConrrorRATION TECHNICAL
Exrraxatiox oF TrrASGRY Prorosar’

Uefinition of a Domestic International Sales Corporation (DISC).—
A corporation would generally qualify asa DISCif (1) it is a domestic
corporation which meets the minimum equity capital requiremenrts,
(2) within the first 90 days of the Leginning of ifs taxable year the
shareholders elect to have the corporation treated as a DISC, (3) 95
percent of its gross receipts for the taxable year is derived from export
activities, from “export related assets™ and “Eximbank paper,” (4) it

“stributes annually its interest income from its investment 1n “export
n ted assets” and qualified bank deposits, and (5) 95 percent of its
assets are used in the export business, are in the form of “export related
assets” or “Eximbank paper.”

Ownership of the Stock of a DISC.—Individuals, corporations,
trusts, and estates could own the stock of a DISC. Nonresident aliens
and foreign corporations could also own the stock of a DISC. Any
dividends received by a nonresident alien or foreign corporation would
be treated as effectively connected with a T.S. trade or business
operated through a permanent establishment,

A domestic corporation engaged almost solely i the export business
might well be able to qualify as a DISC. In cases where an export
business is conducted in a nou-corporate form, by a sole p.oprietorship
or a partnership, it would be necessary to organize a corporation. Sim-
ilarly, a corporation engaged in manufacturing or in non-export sales
activities, as well as in exports, could organize an export sales subsid-
lary designed to qualify as a DISC. DISC's counld export articles pro-
duced by related and non-related producers and could export to related
and non-related foreign purchasers. ‘

Equity Capital Requirement.—A DISC would be required to main-
tain at all times a minimum equity capital of $2,500 and the ratio of *ts
indebtedness to related corporations® (or guaranteed by related
corparations) could not exceed five times its equity capital.

(rross Receipts Requiremsni.—\s stated, the gross receipts require-
ment is met if the domestic corporation derives at least 95 percent of
its gross receipts from exports and export related investments and
activities. The 95 percent test muast be satisfied annually. Qualifying
gross receipts would be derived from:

(1) the sale ® of export property (hereinafter defined) for use,
consumption, or distribution in a foreign country:

(2) the leasing or rental of export property for use in a foreign
country by the lessee;

1 Such elestion remains in effect as long as the gross recelpts and assets tests are met
with respect to the year of the electlon and each subsequent xear.

2A “related” corporation ns used hereln refers to a corporation which controls or is
controlled by the DISC or is under common control.

3In the case of commission income on the sale of property, the pross recelpts test will
be a:g!lued to the szross receipts on the sale of the property on which such commlissions were
earned.

(41)
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(3) gains from the sale or exchange of assets used hy the DISC
for theproduction of export receipts:

(4) the performing of services by the DISC' which are an-
cillary and subsidiary to the selling or leasing of export property
by the DISC;

(3) loans of DISC profits to domestic producers for “export
related assets™ as described in “Loans to Domestic Producers™:

(6) temporary deposits in the United States with persons car-
rving on the banking business: (see Ttem 9)

(7) dividends or interest which is received with respect to
foreien investments described hereinafter in *Non-U.S. Invest-
ments™:

(8) interest received on any obligation arising frem sales or
leases of export property and related services, including interest
on receivables purchased by a DISC selling as a commission
agent :

(9) obligations issued. guaranteed or insured by the Export-
Tmport Bank and certain similar obligations: and

(10) other transactions and activities dirvectly related to ex-
porting of T.S. products as designated by the Treasury Depart-
ment in regulations,

Distributable Interest.- With respect to loans made by the DISC
to domestic producers for “export related assets™ [(3) absve], and
interest on bank deposits | (6) above], the annual interest ineome from
such loans and denosits (hereinafter referred to as “di=tributable in-
terest™) mmust he distributed by the DISC within the time required for
filing the DISC's annual return for such year.

Export Income and Export Property. On export sales or leases
and ancillary services, the place of use, consnmption, or disposition of
the goods will determine whether the activiiv is export in nature
rather than the techunieal source of income under the passage of title
test. .\ DISC will be deemed to receive export income when it sells to
foreign purchaser for export or to an unrelated DISC. Sales to a
foreian establishment of a T.S. entity for use, consumption or dis-
nosition outside the United States will he considered export sales.
ITowever, suies to the TS, Government will not be considered exports.

“Exbort property will mean anv personal brovertv, arown,
extracted, manufactured or produced in the United States, Pnerto Rico
or anv other nossession for ultimate use, consumption or disposition
outside the Tited States, Puerto Rico or amv other possession, Ouali-
fied exvorts wonld not include exports to 2 possession of the Tnited
States, inclnding Puerto Rico.

If a DISC sells products to persons who were formerly enstomers
of its narent or a related comuvany, the income generated In these sales
would be qualified income. Similarlv. some or all of a DISC's line of
praducts mav be sold on hehalf of unrelated produncers.

A limitation will be imposed on the amount of “foreien content™
which mav go into the goods which a DISC exports. The property
must have been substantially transformed in the United States prior
to export. The TS, content must account for at least 50 percent of the
total costs of the produet as established under standard Gotvernment
procurement regulations. Tn addition, any itent containing components
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imported into the United States and elassified under Ttem 807 of the
Taritt Schedules of the United States will not qualify as “export
property.” .

Where a DISC sells a produet to a related foreign company and such
foreign company vither resells the produet, or performs a further
amount of work on the product, before resale, or utilizes the product
itself, the income which the DISC re -ived from the sale of the prod-
uet to the afliliate would be gqualified.

A DISC could sublease export property as to which it is the lessee.

The DISC's receipts attributable to the DISC's transporting its
qualifving exports (either in the [nited States or abroad) would be
toeated as qualified receipts.

Non-qualifying Receipts—The forms of qualifyving veceipts of a
DISC are set. forth above. The following will not constitnte qualified
receipts:

(1) the sale of export property to the United States or any
agency or instrumentality thereof and service or other income
ancillary thereto:

(2) income from the use of intangibles abroad such as copy-
rights, trademarks, and patents:

(3) foreigm franchising operations (however, where a U8, tax-
payer supplies & foreign franchisee with a particular produet or
product iine, the sale of these items through a DISC could gen-
erate qualified export income) : and

(1) services other than those rendered by a DISC in conneetion
with the sale ar lease of export property by it.

Tncome which results from a DISC selling export property abroad
for final disposition, use, or consumption of such property in the
United States will not he qualifving income.

The relationship of the DISC proposal to the Canadian Automotive
Agreement is presently under studv.

Limitation en. DISC Profits~~In order to avoid unnecessary prob-
iems on intercompany pricing allecations, it is intended to provide
guidelines to prevent the excessive shifting of income to a DISC where
it is purchasing frons or selling on hehalf of a related manufacturer.
The regulations would provide that the income of the DTISC (com-
puted under normal fax accounting rules) would be subject to being
allocated to the related manufacturer if it exeeeds the income com-
puted under hoth of two alternative formulas. As long as the income of
the DISC does not exceed the amount determined under the formula
which grives the higher amount, no alloeation would he msde and the
income could be deferved. The formulas would be :

(@) The DISC could not realize income ‘n excess of 4 percent
of itssales: or

(4) The DISC could not realize more than 50 percent of the
combined taxable income from the manufacturer in the United
States and the export sales by the DISC. For this purpose, the
taxable income generated by sales of the DISC would be deter-
mined by deducting from sales the cost of goods sold determined
on the same basis as that charged by the manufacturer on uncon-
trolled sales (inventory cost). Other deductions (except certain
nonoperating deductions) such as selling expenses. general and
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administrative expenses, research and development and interest
expenses, woild be allocated between sales by the DISC and sales
by the manufacturer on the basis of net sales from each of these
sources, or, where certain markets are primary and other markets
are second‘lry, on an appropriate basis to be specified in the
regulations.

In addition to the foregoing, a DI” C would be entitled to an addi-
tional deferred income eqm] to 10 percent of the “export. promotion ex-
penses” incurred by it. Export promotion expenses would be those
ordinary and necessary expenses of the DISC paid or incurred in the
production of export income, including salaries, rentals, warehousing,
advertising, selling expenses, billing, collection and other administra-
tive costs, but not mc]udmg costs of goods sold, taxes or any expenses
that do not advance the distribution or sale of exports.

The pricing between the T.S. parent and the DIST could also, of
course, be established pursuant to the existing allocation rules under
section 482.

A DISC must sell to a related foreign purchaser on an arm’s length
basis. as under section 482; provided, however, that no effort will be
made by U.S. authorities to allocate or recharacterize income on such

sales in a manner that would reduce the DISC profits below those
authorized under the preceding rules. Credit terms extended to related
foreign purchasers must be comparable to those that would be extended
to unrelated purchasers.

Qualified .1ssets Defined.—\n asset test is required in order to in-
sure that the DISC assets are related to export activity. Therefore, 95
perecent or more of the value of the total assets of the DISC as of the
last. day of the taxable year must consist of :

(1) working capital used in the export sales business (pri-
marily consisting of cash, inventory and export receivables):

") plant, mnchmer\ and equlpment and office and adminis-
trative facilities used in connection with the sale, lease, storage,
packaging, servicing, assembly or transportation of the DIS(s
exports;

(3) obligations issued. guaranteed or insured by the Export-
Import Bank and other similar obligations:

(4) export property held for lease:

(5) assets of foreign sules and service branches handling T.S
export property : prov lded that the activities and assets are limited

_to those speclﬁed for foreign subsidiaries (sce Item (3)):

(6) stock or other secmltles issued by foreign customers and
certain for e);m companies as described her einafter in “Non-T-.S.
Investments™:

(7) export receivables purchased by a DISC from a manu-
facturer on whose behalf the DISC sells as a commission agent :

(8) obligations mpresentmg loans to domestic producer's for
1{e\port reiated assets™ as deseribed in “Toans to Domestic Pro-
ducers”;

(9) deposits in the Tnited States with persons carrying on the
banking business, provided that any amount so held as of the last
day of ‘the taxable vear (other than w orking (“Iplt‘ll used in the
export sales business), shall have been invested in other qualified
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assets within the time prescribed for the filing of the DISC’s re-
turn for its taxable year, or for such-additional period of time as
may be permitted by regulations; and ‘

(10) any other asset directly related to exports which the
Treasury Department describes in regulations.

Since the asset test. includes an annual test to be met as of the last
dav of the DISC's taxable year, adju-tments may be made to meet the
income and asset tests during the period between the end of the year
and the time preseribed for the DISC's filing of a return for the taxable
year. While not taxable, it is contemplated that a DISC must file a
reporting form during the 9th month after the close of its taxable year.

In order to give some flexibility to meet the problem of coordinating
of loans to a producer and timing of construction and similar events,
regulations would permit counting both loans that have been made and
firm commitments scheduled to be taken down within a specified
period.

Acquisition of Export-Import Bank Paper by DIS("s.—Qualified
eaport income would include interest on credit extended to the DIS(Ys
export customers in accordance with normal commereial practice and
interest on obligations issued, guaranteed, or insured by the Export-
Import Bank and certain similar obligations. Such debt obligations
would also constitute qualified export assets. Where the DTSC acts as a
commission agent for an export manufacturer, the obligations acquired
by the manufacturer in connection with the extension of credit to
export customers in accordance with normal commercial practice could
be acquired by the DISC.

The following types of Export-Import Bank obligations and similar
paper would give rise to qualified export income and constitute
qualified export assets:

Obligations issued by the Export-Tmport Bank:

Obligations guaranteed or insured by the Export-Import Bank
in cases where the DISC purchascs the obligations from the
Export-Import Bank or from the exporter:

Obligations insured by the Foreign Credit Insurance Associa-
tion in cases where the DISC' purchases the ebligations from
the exporter;

Obligations issued by certain domestic corporations organized
solely for the purpese of financing U.S. exports pursnant to an
agreement. with the Export-Import Bank whereby such
%n'pomtion makes export loans guaranteed by the Export-Import

ank.

Deficiency Distributions.—In order to prevent inadvertent disquali-
fication of a DISC, a deficiency dividend procedure would permit con-
tinued qualification of the DISC. Deficiency distributions could be
made at two stages where either the income or asset test had not been
met or the “distributable interest™ had not been distributed.

(1) Current deficiency distributions.—\Where the DISC during
the taxable year had at least 70 percent of its gross receipts in the
form of qualified receipts, the amount of income derived from
non-qualified receipts could be distributed at any time after the
close of the DIS(s taxable year and prior to the time for filing the
DISC's annual return. The amount of the required distribution in

41-813 0—70——4
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the case of non-qualified receipts will ordinarily be that propor-
tion of the DISC"s net income which its non-qualifyving gross
income bears to its total gross income. Similarly, any non-qualified
asset could be distributed, or such asset could be liquidated with
the proceeds being distributed or invested in a qualified asset,
within such period. .\ distributien of “distributable interest™ could
be made at any time within such period, without regard to whether
the 70 percent gross receipts test had been met, .\ dividend paid
within such period will be deemed to be a distribution out of the
preceding vear's earnings and profits and would constitute taxable
income of the individual and corporate shareholders for such
preceding taxable year.

(2) Delayed deficicney distribution—\ distribution of “dis-
tributable interest™ or of non-qualified income or a non-qualified
asset (or a distribution from the proceeds of such an asset) could
be made at any time with respect to any year as to which the pe-
riod for assessment of additional taxes had not expired, provided
that the existence of such income or asset and the failure to dis-
tribute it within the return filing period referred to in (1) was due
to reasonable cause. Such reasonable cause may be established by a
showing, for example, that the income or asset arose by inadvert-
ence or was of an unusual and non-recurring character.

2\ delayed deficieney distribution under (2) above would be re-
quired to consist of the distributable interest or non-qualified
income (or asset or proceeds therefrom) plus an annual interest
charge to compensate for the deferral of tax on the income from
the return filing date. .-~ -

Non-T".S. Inrestme nts.— X DISC may maintain investments in and
receive income from certain non-U.S, investments. These are:

(1) trade receivables of foreign purchasers, In the case of re-
lated foreign corporations, the receivables must be in connection
with sales or leases in the ordinary course of business and on
ordinary commerecial terms.

(2) a foreign real estate title holding corporation, holding title
to foreigm export facilities of the DISC.

(3) a foreign corporation controlled by the DISC* and which has
at least K0 percent of its gross receipts from the sale or lease of
U5, export property ad from services ancillary and subsidiary
ta such sales or leases. For this purpose, packaging and minor as-
sembly will be permitted, provided that there is no “substantial
transformation™ of the exported goods and if the value added
abroad doees not exceed 20 percent of the cost of the goods sold. .\
qualifving «ubsidiary under this section will not be subject to Sub-
part I, provided that it meets these requirements and the other
asset requirements of 2. DISCA

(1) obligations or stock of an unrelated foreign corporation
provided that the aequisition is in furtherance of an export sale

¢ Where n forelgn subsldiary is enpaged In extensive assembly. manufacturing operations
or _tho selling of products other than those from U.S. sources, 1t is ahways possible for the
V.S parent of the DISC. where the DISC sells to such subshilary, to own sueh other suh-
sidiary throngh a separate Hue of ownershlp, without the necessity of the DISC investing
its funds in such subsldlary. )
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or sales and provided that the stock ownership shall not exceed
more than 10 percent of the total combined voting power of the
foreign corporation. This exception is intended to be limited to
investments that might be required in unrelated foreign distribu-
tors or to help finance a customer's purchase of export property.

Liquidation or Disqualification of DISC.—~Upon liquidation of a
DISC or upon its disqualification (whe.e the deficiency dividend pro-
cedures are not used), DISC status would terminate and the previ-
ously deferred earnings and profits of the DISC* would be deemed to
be distributed to the shareholders and taxesd in the following manner:

Sach shareholder would be deemed to receive his pro rata portion of
such income in equal installments in the year in which such liquida-
tion or disqualification occurs and in each of the succeeding nine
vears: except that if the DISC has not been qualified as such for at
least ten years, the period of distribution will be deemed to Lie the
number of years the DISC was in existence prior to the commence-
ment of the liguidation or the disqualification. The foreign tax eredit
would be available similar to its application under section 1248 of
the Coile.

Nale of DISe* Stoel.—-Upon the sale of stock in a DISC the gain
realized will be taxed at ordinary income rates to the extent of the
accumulated earnings and profits swfter the date of the DIS(C election.
The foreign tax eredit would be available similiar to its applieation
under seetion 1245 of the Code.

Independent Faport Sales Companies. -Combination Export Man.
agers and other independent exporters account for more than 1 billion
in exports annually. Under ihe DISC proposal, companies exelusively
engaged in export activities will be qualified for DISC status, with
current deferral of their export profits., Such companies will be en-
titled to loan their accumulated income to U.S, producers, In addition,
it is proposed that such export companies be entitled to earn fees for
services rendered in managing export operations for other DIS(Vs,
where, for example, a manufacturer wishes to have his own DISC,
but lacks the experience to manage an export operation.

Loans to Damestic Prod cers.— X DISC will be permitted to loan
its accumulated eapurt income (but not horrowed funds) to any do-
mestic corporation, whethe: or not related. meeting required export
production tests, Such loans may be made as follows:

(1) As of the close of each taxable year. a horrower's permis-
sibie loans from DIS("s for the next year would he determined
by secertaining the horrower's imvestment in qualified assets as of
the ciose of the taxable year. The propartion of the horrower's
assets that could be financed (designated as “export related
assets”™) would be determined by multiplying the amount of assets
desigmated in (2) helow by the percentage which the export sales
of the borrower for the taxable year and the immediately preced-
ing two years is of the total sales of the horrower for sueh period.
However, the base periad for loans at the end of the first and see-
ond taxable years after enactment of the proposal will e com-
pated on the bhasis of exports during sueh period. Thus, if the
horrower's exports represented 20 pereent of its sales and the total
amount of the production and other assets enumerated in (2)
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below equaled $20 million, the authorized borrowing would be $%
million. ]

Tt is contemplated that any unrelated borrower would provide a
DISC lending to it with a certifieation that the borrower has not
and will not execed its authorized borrowing for the year. Such
certification would ordinarily be conclusive in establishing, for
purposes of the DISC, that its k.-ns are qualified export related
assets.

(2) The assets taken into account as of the close of a taxable
vear to determine the base for DISC loansare: _

(¢) Existing plant, equipment, machinery and supporting
production facilities (including those for storage, transporta-
tion and administration) valued at their adjusted basis after
depreciation as of the close of the taxable year (reduced by
outstanding DISC loans previously made with respect to such
assets) ;

(b) Investment in new plant, equipment and machinery
and other new production and supporting facilities for the
next year;

(¢) Inventory held on the last day of the taxable year
(reduced by outstanding DISC loans previously made with
respect to inventory) : and

(d) Research and development expenditures (whether or
not capitaiized) incurred during the taxable year.

It is not contemplated that there will be any tracing of loans to
specific manufacturing facilities or equipment which will actually
produce for exports.

(3) All loans would be interest bearing, permitting an interest
deduction to the borrower. The section 482 safe haven rules will
be applicable: presently the interest charge is a 4 percent mini-
mum and a 6 pereent maximum, although the rate may be higher
if an arm’s length rate would be higher.

(1) The term of any loan need not be less than 10 years. Loans
related to investment in research and development and inventory
would be for 10 years. To the extent that loans correspond to invest-
ment in fixed assets, the term may be longer based on the weighted
average useful life for depreciation purposes of such assets, with
an outside limit for any asset (including land) of 30 years.

(5) Qualified loans remain qualified throughout their term re-
eardless of any changes in the ratio of export sales to total sales.
They will not be treated as constructive dividends.

(6) At maturity, any loan may be renewed or the principal
loaned to another borrower, provided always that there is com-
pliance with the rules described above.

(7) Tt is presently anticipated that an election should be al-
lowed that either (i) each corporation within a controlled group
would be treated as a separate borrower for purposes of the loan
limitations and that the appropriate assets and ratio are the assets
of the particular corporate borrower and the ratio of such bor-
rower’s export sales to its total sales, or (i1) the combined export
production assets and sales of all affiliated companies within the
controlled group would be used for this purpose.
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In determining the manufacturer’s export sales base, reference will
be made only to sales of goods, comparing export sales of goods to
total sales of goods. Income from services will be disr: eglrdcd for this
purpose.

Distributions from a DISC.—Distributions shall be deemed to be
made in the following order and as income from the following sources:

(1) Distributions of “distribu .ble interest™ (deemed domestic
source income of the shareholder) ;

(2) Deficiency distributions with respect to non-qualified income
or 'W*etq (deemed domestic source income of the shareholder) :

(3) Distribution of accumulated qualified inceme from the most
recent taxable year of the DISC (foreign source income of the
shareholder) ;

(4) Distributions from pre-DISC years, which shall retain their
character as to source as under present law.

The portion of dividend distributions treated as foreiem source
income shall be entitled to foreign tax credits, subject to the appro-
priate overall or per-country limitation. I‘orelcm taxes borne by the
DISC or its first-tier foreign subsidiaries may “be eredited by corpo-

ate shareholders of the DISC owning 10 percent or more of the
DISC's stock. The foreigm source portlon of any dividends shall be
deemed to carry full foreign tax credits for foreign taxes attributable
to the foreign source income so distributed rules will be provided to
avoid dilution by the mix of domestic and foreign source income in
the DISC. In determining the foreign source income on a distribution
from a DISC to a corpor: ate qh.neholdor for a foreign tax credit pur-
poses, it is not intended that allocations of general and administrative
expenses and overhead of the corporate sharcholder will be made to
reduce the foreign source income element in the DISC distribution.

The destination test (rather than passage of title) will also be
used in determining the source of export income of the DISC for
foreign tax eredit purposes.

Liquidations und Reorganizations.—Estallished corporations with
foreign sales subsidiaries might encounter difficulty in restrueturing
then- corporate organization Tto take advantage of a DISC ('mwept
It is desirable, therefore, to provide nouta\.lhlo treatment to these
corporate entities to enable them to transfér their foreign sales av-
tivities to United States subsidiaries (DISCMs), lhexofme. section
367 would be amended to provide that an advance ruling is not re-
quired where the assets of a foreign corporation are .u‘quod by o
DISC in a liquidation deseribed in “section 332 or in a reorganization
deseribed in section 365(a). Some restrietions leg.ndm«r which assets
of a foreigm corporation would be eligible to receive this treatment
may be necessary. Foreign subsidiaries that are now foreiem export
trade corporations under section 970 should be able to retain the de-
ferred status for their present qualified accumulated export trade
income in the event that they are subsidiaries of or are liquidated
into a DISC.

Ineligible Corporations—The following corporations shall not be
cligible to make a DISC election:

(1) a corporation exempt from tax by reason of section 501:
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(2) a financial institution to which section 581 or section 593
applies:

3) a life insurance company as defined in section 801(a);

(4) a regulated investment company as defined in section
851(a);

(5) a real estate investment trust as defined in section 856;

{6) a corporation receiving th.. special deduction provided in
section 941(a);

(7) an electing small business corporation (as defined in section
1371(b)) ; or

(8) corporations referred to in section 1504(d).

Information Returns.—All corporations that have DISC status and
all manufacturers with DISC loans must file annual information re-
turns indicating their export production and sales. and amounts of
income on which taxes have been deferred in the DISC.

Efective Date.—~The DISC rules would hecome effective on July 1,
1971.

MISCELLANEOUS RULES

(1) Distributions from a DISC will not be entitled to the dividends-
received deduetion under section 246 (2).

(2) The accumulated earnings tax provisions of section 531 will not
apply toa DISC.

(3) The personal holding company provisions of section 542 will not
apply toa DISC.

(4) On liquidation or saie or exchange of stock in a DISC, the prin-
ciples of section 1248 will be applied to result in a tax on the accumu-
lated earnings of the DISC, not previously subjected to U.S. tax, as
ordinary income subject to appropriate foreign tax credit.

(3) It is contemplated that a DISC may sell to another DISC. This
would permit a eaptive DISC 10 ell to an independent exporter for
ultimate sale for use. consumption, or dispuosition outside the United
States.

(6) A DISC may not be included in a consolidated return.

(7) .\ Western emisphere Trade Corporation may not own shaves

in & DISC.
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1

I am happy to appear before this Committee to testify on trade
legislation.

1 strongly supvort the Trade Act of 1969, _

In doing so, I am conscious that T am acting in the tradition of all
Sceretaries of State sinee 1934, when Cordell Hull proposed that we
lead the world in reducing barriers to international trade. The reason
for this constancy is simple. An aflirmative trade policy is an indis-
pensable part. of an effective foreign policy.

Wo learned from the bitter experience of the 1950 that protec-
tionism was self-defeating economically, and the breakdown of
international trade was a large factor in the breakdown of interna-
tional order during that unhappy period. Accordingly, in the post-war
period we took the lead in developing trading rules that were inter-
nationally agreed and embodied in the General Agreement on Tariffs
and Trade. In a series of trade negotiations culminating in the Ken-
nedy round, all the major trading nations reduced their barriers to
international commerce. The result has been an unprecedented expan-
sion in world trade and the longest period of sustained and rapid
income growth in history.

The trade poliey we have been pursning raises our real income. Tt
enables us to procure abroad goods that others can produce more eco-
nomiecally than we. We are a rich country but our resources are limited
and the competing claims on them—the claims of the cities, of the dis-
advantaged, of the environment, of defense, and our external responsi-
bilities—can be satisfied only by increasing our income. We cannot
afford to forego the addition to our national income that comes from an
expanding international trade. ]

The policy we have been pursuing widens the opportunities for our
exvorts. When technologies were simpler, firms could produce profit-
ably for sale only for the home market. With the burst of new tech-
nologies in the post-war world, more and more firms—even in our
continental cconomy—look to the world market, to exports, to support
the costs of innovation and the optimum scale of output. We cannot
retreat from a liberal trade policy without sacrificing the opportunities
for our high productivity, high wage exports.

I recogmize that our trade surplus has declined in recent yvears. Rap-
idly increasing imports in response to inflationary pressures have heen
a major factor in this decline. As we bring our inflation under control,
wo will reduce this artificial stimulus to our imports and drag on our
exports. But if we are to regmin and maintain a trade surplus of the
magnitude we need, we must also get trade barriers down. It is clear
that restricting imports is not the answer, for that would lead to off-
setting curbs on our own exports. With werld trade spiralling down, all
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the numbers would be less, including our trade surplus—if indeed we
could achieve a trade surplus at all in a contracting world trade
environment.

Iu short, a liberal trade policy serves our national economic inter-
ests. It also serves the interests of other trading nations. It has been a
major factor in the growth of a healthy world economy. To abatdon it
now would be shortsighted and foolisk..

Because of the size of the United States in world affairs—we ac-
count for 40 percent of the world’s gross product—any movement by
the Tnited States away from its historic trade poliey would have ad-
verse consequences around the globe. The United States is the largest
single trading nation. We must act responsibly. .\ turn toward re-
strictionism would be fundamentally disruptive of the kind of world
we have been tryving to build since the end of the Second World War.

This does not mean that we should sacrifice our economic interests
to the vequirements of foreign policy. We must insure that others too
follow an open policy, permitting us to export as freely to them as they
to us. The dismantling of trade barriers has Leen and must continue
to be a recipro:al effort, from which evervone can gain.

We need an expanding open trading system not only because it will
contribute to national and international prosperity—which it will—
but alzo because it will help to make a more open and more cooperative
world in which we ean have greater hopes for peace. Keeping the peace
rests on cooperative relations among nations. And cooperative rela-
tions have an economic dimension.

Our trade policy has encouraged the habit of consultation among
sovereign nations, the peaceful resolution of conflicting mterests, and
the rvle of law.

An affl native trade poliey promotes the economic well being of onr
own people: it also best serves our abiding interest in a peaceful world.

II

The propased Trade Aet of 1969 is important for the furtherance of
our trade policy and foreign poliey objectives. It is not intended to be
a landmark. Tt is nevertheless a necessary forward step.

The Aet gives the President authority to neegotiate minor tariff
reductions, This is the first time since 1934 that a President has entered
office with no latitude te negotiate reductions in tariffs. Without such
authority, the President cannot offer a tariff reduction ¢n one product
in compensation for an inerease in the tariff on another. Such tariff
increases might acenr, for example, if an eseape elause action resulted
in inereased tariff rates for a produet.

The Trade Aet will help maintain the movement toward freer trade
by providing the basis for reduction of non-tariff barriers to trade. The
key to progress on this issue is elimination of the American Selling
Price system of customs valuation, Action on this proopsal will imple-
ment agreements, negotiated during the Kennedy Round. that will pro-
vile additional benefits to our chemical industry as well as to the auto-
mobile and other industries. But even more importantly, it will be a
signal to the world. and particularly to the Europeans who have taken
a keen interest in elimination of ASP, that the United States is will-
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ing—and ready—to negotiate on other non-tariff barriers. The repeal
of ASP is essential if we are to get on with the business of reducing
non-tariff barriers that hurt our exports.

The Trade Act will also be of aid in moving to freer trade, by pro-
viding better cushions for the shocks that growing trade can cause, It
will do this by clearing away some of the legal obstacles that have Jim-
ited the effectiveness of the adjustment assistance and escape clause
relief provisions of the Trade Expansion Act. If we are to resist pres-
sures for import restrictions that would hurt us all, we need effective
administrative remedies to help those who are hurt.

Finally, the Trade Act will be a sign to the world that the United
States will continue to exercise leadership in this important area, that
we are not abandoning the policy that has served us and the world so
well.

Imx

I turn now to H.R. 16920, a bill that would place quotas on imports
of textiles and leather footwear. .

As . Ambassador Gilbert and Secretary Stans have informed the Com-
mittee, we believe the Congress should defer action on the bill. We seek
deferral not because we are insensitive to the very real difficulties fac-
ing the textile and shoe industries. On the contrary, we are fully aware
of their problems and anxious that suitable action be taken to help
them. We seek deferral because we believe that alternative means now
being actively pursued in the Executive Branch will provide the neces-
sary help and relief without the need for legislation that might bring
harm to other parts of our national economy. Specifically, we are hope-
ful that negotiations with major suppliers of textiles will lead to a
satisfactory voluntary solution of the textile problem. And the Admin-
1stration will shortly announce a program of measures to help the
footwear industry overcome its difficulties.

v

I would like now to refer to the Administration’s proposal to extend
the International Coffee \greement Act of 1968, from its present
expiry date of September 30, 1970 until September 30, 1973, in order
to allow the United States to fulfill its international obligations under
this Agreement.

I strongly urge the Congress to pass this measure. Coffee is of
overwhelming importance to the economies of many poor countries,
particularly in Latin America and Africa. Prior to the Agreement,
gmeen coffee prices fluctuated sharply. Violent fluctuations in volume
and price disrupt the economies of the developing countries. Boom
and bust in commodity markets—economies buoyant one year, de-
pressed the next—has its own political fall-out. It heightens unrest,
exacerbates tensions, and unseats governments.

The Coffee .\greement has introduced some stability into this mar-
ket and supplies have been adequate at prices fair to producers and
reasonable to consumers. The United States takes almost half the
world’s coffee exports. .\ termination in our ..aembership would de-
stroy the \greement and have very serious effects on the economies
of the 41 producing countries.
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Let. me turn now to a subjeet which is not yet on your Committee’s
agenda. That is the question of special tariff preferences for the poor
countries.

Expanding trade is vital to the developing countries. Even under
the most optimistic assumptions as to what may be possible to improve
and stabilize earnings from commodity trade, it is clear that the poor
countries must diyversify their economies and inerease their exports of
processed and manufactured goods, as they are beginning to do in
varying degrees. But their fabricated goods face a formidable array
of tariff and quota barriers in the markets of the advanced countries.

It makes neither economic nor political sense to help the poor coun-
tries modernize their economies and then refuse to buy their wares.
As the President made clear late last year in his speech on Latin
American policy, we will seek adoption of a liberal svstem of tariff
preferences for the manufactured exports of all the developing coun-
tries—excepting only certain sensitive products—as part of a general
arrangement in which all advanced countries would open their mar-
kets to all the poor countries without seeking reciprocal benefits for
themselves. We are currently consulting with these countries—both
the advanced and the developing countries—in an effort to work out
a general understanding. We have, of course, made clear that our
participation in any such arrangement will require approval by the
Congress. I anticipate that we “xill be consulting with the Congress
and specifically with this Committee on this subject at a later date
with a view to subm.fting legislation in early 1971.

Vi

Finally, T am aware of the misgivings and concerns about trade pol-
icy that are held by important business and labor interests. The
international economic environ st is changing. Business is interna-
tionalizing, with corporations establishing producing and marketing
subsidiaries in all parts of the world. Competition is more intense as
other industrial countries have forged ahead and become strong, vig-
orous and aggressive economic powers. The European Community,
already the largest single trading entity, will in due course embrace
most: of Western Europe and will present new problems and issues for
our foreign economic policy.

It is time to have a careful and detailed look at the implieations for
our national interest of these new developments and trends in the world
of trade, investment and larger regional groupings. The President is
appointing « Commission on International Trade and Investment Pol-
icy to examine the entire range of trade and investment issues, to ana-
lyze the problems we are likely to face in the 70%s, and to prepare
appropriate recommendations for poliey and legislation.

I cannot anticipate the findings of the Commission. I can, however,
express my personal conviction, grounded in my experience as a citizen
and as Secretary of State, that in the broad choice between the retreat
to protection and the advance to a more open world economy, the Com-
mission must inevitably choose the latter, as 18 Congresses and 6 Presi-
dents have done since 1934.
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Mr. Chairman, I welcome this opportunity to appear before this com-
mittee in support of the proposed Trade Act of 1969, introduced as
H.R. 14870. Though I intend to concentrate in my statement on the
adjustment assistance features of the legislation. I would like to offer
some general comments to place them in jrerspective.

During the past five years, our total volume of international trade
rose from $8 billion to $73 billion and our merchandise trade balance
drepped from $3 billion to slightly more than $1 billion in 1289. The
factors influencing these changes include the growing economic
strength and technological progress of cur major trading partners,
developments in international monetary and fiseal policies, intensifica-
tion of worldwide frade competition, increased personal income, and
heightened domestic demand stimulated by inflationary pressures
which in themselves tend to build up imports while checking the
expansion of exports.

Trade policy is, of course, only one tool in the arsenal of measures
that seek to promote the national economic and social well being. Fun-
damentally, the control of inflation and our continued real economic
growth lie. m the field of basic fiseal and monetary policy. Economic
growth itself is a process of dvnamie change and involves the adjust-
ment of individuals to that caange. We require policies and programs
to anticipate these problems of adjustment steps to prevent disloca-
tion when it can be foreseen, and to provide remedies where adwaace
actions are impossible. In particular, we must be concerned about the
individual problems which arise as a consequence of actions which
result in mains for the entire community. In short, within the frame-
work of the legislation before this Committee, adjustment poliey and
trade policy go hand in hand.

The proposed Trade Act, and its provisions for liberalized adjust-
ment assistance and eseape elause relief programs, should help make
trade policy a valuable component in the array of measures aimed at
non-inflationary economic growth. A key purpose of such growth is
providing a rising standard of living for our people. Employment and
the standard of living in this country will, T believe, be maximized by
a trade policy which brings about effective price competition, enlarged
markets for our goods, a_greater choice of products for our citizens,
and simultaneously provides adequate safeguards and assistance for
workers who may be affeeted by shifting patterns of international
trade.

We recognize that when imports inerease rapidly—either beeaunse
of an expansion of the economy, or developments abroad, or a redue-
tion in trade Larriers—certain cconomie changes or dislocations will
oceur. Where imports contribute to the displacement of workers over
short pertods of time, our trade and manpower programs should pro-
vide the means for appropriate correctives. One of the central tasks of
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manpower policy is to cushion the shocks of both temporary and strue-
tural displacement by providing adequate methods for adjustment. It
is in that sense that adjustment policy and trade policy must go hand
in hand.

We recognize that some imports may cause dislocation. As the
President stated in his message on this bili:

Freer trade brings benefits to the entire community, but it ean also cause hard-
ship for parts of the community. The price of a trade policy from which we alj re-
ceive benefits must not fall unfairly on the few—whether on particular indus-
tries, on individual firms or on groups of workers. As we have long recognized,
there should be prompt and effective means of helping those faced with adversity
because of increased imports.

That is why we urge liberalizing the adjustment assistance criteria
to deal more effectively with employment displacement resulting from
import competition. That is why, in speaking to the National Foreign
Trade Council last November, I called upon the private sector to par-
ticipate actively in the adjustment process.

The Congress recogmized the problem by including adjustment as-
sistance provisions in the Trade Expaunsion \Act of 1962, to help firms
and workers adversely affected by the increased competition from im-
ports. This law was the first American effort of this kind in the area of
foreigm trade. .

Assistance available to workers now includes monetary payvments to
tide them over between jobs: training to help prepare for alternative
employment ; job counseling and referral: and if necessary and where
the workers are willing, relocation to places where jobs are available.

For a firm or its workers to be eligible to apply for adjustment as-
sistance under the 1962 Act, the Tariff Commission must determine
that increased competitive imports are the result in major part of
trade agreement concessions, The Commission must further determine
that these increased imports have been the major factor in causing or
threatening serious injury to the firm or unemploy ment or underem-
ployment of the workers.

These provisions have not worked as we believe the Congress in-
tended and as was expected by U.S. workers and firms. Experience has
shown that the criteria have been too stringent. They have not worked
adequately. We believe that the modifications of both the eriteria and
procedures proposed in H.R. 14870 will produce a program which is
both realistic and equitable.

We propose elimination of the requiremcat that tariff concessions
must be shown to be the cause of inereased imports. The inerease in
imports should not have to be related to a tariff concession. We also
propose that adjustment assistance for firms and workers should be
available whenever inereased imports have been a substantial cause of
serious Injury to a firm or unemployment or underemploy ment of the
workers.

The important consideration is that some .Americans have been
harmed by a situation that benefits the nation as a whole and we can-
not expeet the few to bear the entire cost. Since the first Trade Agree-
ments Act was passed in 1934, the United States has continuously fol-
lowed a basie policy desigmed to enlarge world trade and U.S. exports
together by mutual reciprocal reductions in tariffs and other trade



57

restrictions, Under this policy, duties have been reduced one or more
times on almost everything we import. The relationship between
inereased imports and the multiplicity of duty reductions and other
factors affecting trade patterns makes it exceedingly difficult to demon-
strate clearly that tariff concessions have been the most important
factor causing the increased imports. .As the new bill recognizes, the
key issue is whether increased imports o ¢ causing dislocation of work-
ers, not the reasons for such increase.

To maximize the opportunity for firms and groups of workers to
obtain adjustnrent assistance and at the same time maintain a link to
an inerease of imports as a cause of serious injury, the Administration
considers that the showing that such imports have been a “substantial
cause” of injury is appropriate and desirable. The test that increased
imports be a “substantial cause™ of injury would mean that they be an
actual and considerable cause, not necessarily greater than that of all
other causes, or greater than any other single cause. This i5 not as strict
as the existing criterion of *major factor.” Also it eliminates the neces-
sity to determine the relative order of importance of the separate
causes at work.

1t is the intention of the Administration that adjustment assistance
be extended to firms and groups of workers when appropriate. In con-
trast to tariff adjustment relief for entire industries, such decisions do
not have nation-wide or international impact. Adjustment assistance is
concerned with the problems of individual towns, cities, communities,
plants and groups of workers. They do not directly affect international
trade relations or trade patterns.

Finally, we propose that determinations of eligibility for firms and
workers Yo apply for adjustment assistance be made by the President
instead of the Tariff Commission. However, the Tariff Commission
would continue to gather and report on the required factual informa-
tion. The same procedure has been used suceessfully in earrying out
the adjustment assistance provisions of the .Automotive Products
Trade Act of 1965,

Under the Act, the President delegated the responsibility for mak-
ingr determinations as to eligibility to apply for adjustment assistance
to an inter-agency board. We assume that a semewhat similiar proce-
dure wonld be adopted under this legislation.

Our purpose is to make a clear distinction between escape-clause
and adjustment assistance findings. Industry-wide escape elause find-
ings impinge directly upon our international trade relationships, It
is therefore appropriate for such findings to continue to be made by
the Tarifl Commission, and be subject to Presidential review taking
into account the entire international picture.

The Administration’s hill would not change the conditions that in-
dividual workers must meet to receive assistance. For example, work-
ers who are members of the group certified as eligible to apply for
adjustment assistance, would still be required to meet State standards
regarding aailability for work: to have been gainfully employed for
at least half the preceding three vears: and to have worked for an
adversely affected firm for half the previous vear.

The proposed changes in the eriteria and procedures contained in
ILR. 14870 ave all in keeping with the objectives of the adjustment
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assistance program. They will insure speedy and effective reiief to
individual workers and their employers. That such changes will work
can be seen in the results of the .\utomotive Products Trade Aect of
1965. There the criteria and procedures were designed to reflect the
particular nature of the U.S.-Canadian Automotive Products Agree-
ment. and the industry involved. Under the terms of that Act, between
1965 and 1968, certifications were is ed in 14 of 21 cases, covering ap-
proximately 2,500 workers. Seventy-five percent of the certified work-
ers applied for and 1eceived benefits. The average henefit period for
these workers was 20 weeks. The total cost over three years was about
$4 million. The special provisions for filing adjustment assistan«s»
petitions under that Act expired June 30, 1968.

It is difficult to estimate the case load that would develop under
the standards proposed in the Trade \ct of 1969, The pattern of in-
crease i imports and the impact of these imports on individual firms
and workers is influenced by many factors including the general level
of economic activity. Qur best estimate is that about 13,000-20,000
workers will apply for adjustment assistance in the first year of opera-
tion under the proposed new criteria.

Currently in the Department of Labor we are starting several pro-
grams to improve our ability to assist adversely affected workers
quickly and efficiently. An “early warning™ system to pinpoint prob-
lems and adjustment is being develoned so that we can alert officials at
both the local and national levels about industries from which appli-
cations for relief are likely to come. The more we ean anticipate prob-
lems the better we can mobilize the manpower services necessary to
insure the speedy re-employment of displaced workers, Early notice
will also help involve the private sector more deeply in the adjustment
pracess. T believe strongly that private enterprises can do mueh by pro-
viding talent and energy to the task of solving, or preventing, disloca-
tion problems. Those firms with important stakes in foreign trade have
special concern to help improve the adjustment process, The problem
of adjustment calls for concentrated joint efforts to effect the quick and
permanent re-employment of displaced workers.

We plan to supplement the early warning system by the use of
adjustment teams. These teams would include representatives of the
state employment service, of the workers' last employer, and of the
workers. .\s soon as we become aware of an import-generated layoff at
a plant, we would send an adjustment team into action with the object,
among others, of involving private enterprise and the community in
assisting in the readjustment of the workers. It would employ all
resources and techniques on behalf of the workers. These would range
from advance registration. job banks, and individual re-employment
plans, to specially designed training and assistance programs.

The Administration bill would amend the Trade Expansion Act to
provide that sums appropriated for adjustment assistance for workers
may be used to pay the cost of training provided to adversely affected
worhers to the extent that training resources provided under any Fed-
eral law would not otherwise be available. I would also propose, in
furtherance of the programs to assist adversely affected workers, that
the Act be amended to provide for various supportive assistance and
services to such workers as would facilitate their prompt return to
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suitable gainful employment. These services would include minor reme-
dial medical or dental assistance, job coaching, educational services,
and other services to aid the individual workers. The services would
be provided in the same manner as these services are provided under
other manpower programs.

We will be submitting to the Committee and its stafl language cov-
ering our proposal.

We recognize that in some situations o community may be almost
completely dependent upon a single plant for its economic existence.
If the adjustment assistance programs for firms and workers are in-
adequate to keep the community healthy, this Administration will
undertake coordinated efforts to help it. .1l Departments and Agen-
cies will cooperate to supply the expertise and the resources that will
enable the community to undertake requisite development activities.

EMPLOYMENT AND TRADE

We must be responsive, through adjustment assistance and related
techniques, to problems which may arise from time to time as a con-
sequence of T.S. trade policy. However, as best we can judge, U.S.
foreign trade means more, not fewer, jobs and job opportunities for
Americans.

The measuren.ont of the relationship between employment and
trade is very difficult. In a dynamic and swiftly moving competitive
economy such as ours, there are inevitably numerous factors other
than, or in addition to, trade which influence employment in any given
industry or the availability of job opportunities. For example, mose-
ments in productivity which reflect changes in technology, capacity
utilization, and the allocation of resources all affect the emplovment
pictute as does the general state of the economy and the thrust of
domestic and international competition.

U.S. merchandise exports and imports each represent in yvalue, less
than 4 percent of our gross national produet, and as such are impor-
tant. but not. dominant influences on the cconomy. It is worth noting
that in 1968 and 1969, when imports reached new high levels, total
employment also reached new highs and unemployment new lows.

Bearing these factors in mind, the Department of Labor has tried
to develop data, which at a specific point in time, might give us some
order of magmitude of the relationship between trade and employ-
ment—assuming of course that other relevant factors remain un-
changed.

On the export side the Bureau of Labor Statistics has estimated
that 2.7 million jobs were imvolved in producing the goods which were
actually shipped out of the country in 1969, This estimate includes the
direct. employ ment necessary to produce the exported gouds, and also
the indirect labor necessary for all supplies, material and services
incorporated in the exported item. Tie labor involved in the trans.
portation and handling of the exported item is also included. Alinost
4 percent of the total number of jobs in the private sector is repre-
sented by these export-related jobs.

In addition, there are a number of foreign trade related jobs in-
volved in the handling and processing of imported goods. This would
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include activities of longshoremen, customs brokers, cofiee processors,
ete.
It is harder to present a realistic picture of jobs related to, or af-
fected by, imports than for exports. There are, for example some
imports which we do not produce domestically (coffee, chromite, co-
coa, tea, bananas), and others for which domestic produetion is not
sufficient to meet our domestic needs (bauxite, asbestos, sugar). Im-
ports of such goods supplement rather than displace domestic supplies
and do not raise issues of possible job displacement.

The largest part of our imports represents goods which are also
produced n the T7.S. In 1969, if we had attempted to produce domes-
tically goods equivalent in value to such imports, the Bureau of Labor
Statisties has estimated that we would have needed 2.5 million addi-
tional workers, and the facilities and equipment for these workers to
use. It is reasonable to assuine that in 1969, unless there had been a con-
certed effort to transfer resources to this end, we would not have found
that number of people with the requisite skills nor the necessary facil-
ities to produce those goods. Rather, the attempt to replace a substan-
tial amount of such imports by domestic production would have placed
additional strains on the economy and heightened even further the
inflationary pressures. I should add, of course, that if we were to
attempt to replace these imports with domestic production, retaliation
by our trading partners would follow, and some considerable part of
our 2.7 million export jobs would be lost.

I do not want to suggest by this analysis that there are not particular
ases and particular industries in which the volume and composition of
imports do in fact create problems of job displacement for workers and
difficulties for producers. Instead my point is that the mechanisms of
the escape clause and adjustment assistance, as proposed in this bill
can, in the main, deal with such problems as do arise from time to time.

My colleagues are dealing extensively with the other provisions of
HLR. 14870. T would like to express my view that the bill, asa whole. is
a forward lovking response to the economic realities of the world of
tha 70°s. The President, in his message has stressed that world economic
interdenendence has become a fact along with heightened world-wide
comnetition.

The bill is framed in recognition of these facts. Tt provides modest
tariff reduction authority for the President to permit this counfry to
continue to make minor adjustments which are required from time to
time in our trading relations with other countries. Since the GATT is
the main forum throngh which these relationships are conducted, the
legislation provides authorization for our necessary financial support
for that organization. -

The bill would repeal the American Selling Price Svstem carrving
out agreements developed in the Xennedy Round whirh wil! operate
to the advantage of the American chemical industry and its workers
and remove one of the major obstacles to 1 concentrated attack on the
nontariff barriers of sther countries.

The bill recognizes the importance of non-iariff barriers of other
countries as impediments to our trade and provides authority for the
President to_resvond approvriately when other countries ‘place or
maintain unjustifiable restrictions” against U.S. produets whether
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industrial or agricultural. Finally, as I have noted, the legislation
would liberalize in a sound and reasonable way the access of industries
to the escape-clause procedures, long a necessary and desirable safe-
guard in U.S. basic trade legislation. The changes proposed for the
escape-clause complement the changes in adjustment assistance pro-
cedures which I have discussed at some length.

In my view, the Trade Act of 197 represents a consistent continua-
tion of the Nation's reciprocal trade agreement program. This kind of
trade policy holds the best promise for expanding employment oppor-
tunities in the wide range of industries involved in international trade.

PAGE_ ¢, BLANK
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StateMmexT oF Hox, Cuirrorp M. Harpix,
SECRETARY OF .\GRICULTURE

Mr. Chairman and members of the committee, I greatly appreciate
this opportunity to testify in support of the proposed Trade Act of
1969.

Others who have appeared here earlier in the week have discussed in
some detail the provisions of this bill, so T won’t go over that ground
again. But I will say that enactment of this legislation will continue the
overall drive toward freer trade. T am sure that American agriculture,
which has seen the rapid spread of protectionism in recent years, favors
any measure which, like this bill, emphasizes a liberal rather than a
protectionist approach to trade.

I;]Ivery sector of our economy has a stake in liberalized agricultural
trade.

Farmers benefit, of course, from export marketings, For example, in
fiscal year 1965 the export market provided an outlet for almost three-
fifths of U.S. production of rice: two fifths of the soybeans—including
oi}l equivalent; nearly two-fifths of the tobacco: and over a third of the
wheat.

Businessmen are nelped. Agricultural exports mean profits for many
export-related enterprises, such as inland transportation, storage,
financing, insuring, ocean shipping, and the like.

American workers gain. A study by the Department of Tabor reveals
@h{;t in a recent year agricultural exports supported about 730,000 T.S,

obs.
: There is another point. For manv years agriculture has been a prime
dollar earner in overseas markets. The gross earning in recent vears has
been well over $5.0 billion annually. This, of course, has hetped our
balance of payments.

TU.S. agricultural exports set & new high record of $6.8 billion in as-
cal year 1967. At that time it looked asthough this trade would continue
to expand—to $8 billion, $10 billion and beyond. Everything seemed to
be in our favor. World population was increasing. Economic growth
and related per capita purchasing power was on the upgrade, Most
importantly, our efficient agriculture enables us to export many major
farm products at prices competitive with thase of other countries,

But the bright promise has not materialized. In fiscal yvear 1968 our
agricultural exports dropped off to $6.3 billion. In fiscal 1969 they slid
down to $5.7 billion. In this current 1970 fiscal year we are looking for
a total of well over $6.0 billion—an encouraging recovery, to be sure—
but still far below what the rest of the world could and should take
from us.

‘What happened?

Basically, there has been a general increase in agricultural produc-
tion outside the United States. With some of this increase we can have
no quarrel. For example, in the developing countries of the Far East,
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new varieties of wheat and rice, plus other technological advances,
have combined to push production levels upward. Technology has
moved ahead almost everywhere as agricultural know-how has become
diffused throughout the world. And in recent years the weather has
been generally favorable.

But we do quarrel about the increase in agricultural output that has
come about because of unreasonab': trade barriers set up to protect
excessively high guaranteed prices. Trade carried on naturally and
without artificial devices or constraints benefits both parties. Barriers
to protect high guaranteed prices of farm products are not only a con-
straint in themselves but they also cause distortions in production.
With systems of protected guaranteed prices, governments make it
profitable for farmers to use the fertilizer, machinery, improved sceds,
improved breeds, and all the other inputs which, in the aggregate,
tend to expand output. Therefore, over-protection brings about the
substitution of high-cost, domestically produced farm commodities for
efficiently produced low-cost imported farm products. Both importing
and exporting countries lose in the long run.

Let me note here that the United States also protects its farmers.
For example. under Section 22 (of the Agricultural Adjustment Act
of 1933) farm programs on several commedities, including dairy prod-
ucts, are protected from material interference from imports. In recent
vears we have had to tighten restrictions on dairy products. We also
have had tolimit imports of meat under other legislation. These restric-
tions on imports of dairy products and meat stem from chaotic condi-
tions in world markets. High guaranteed dairy prices overseas have
stimulated surpluses which foreign countries—notably the European
Community—are attempting to push into other countries. including
the United States, through use of heavy subsidies. As for meat, the
restrictions of the Community and systems of other countries have
tended to divert supplies of the meat exporting countries toward the
United States. ITowever, the United States, with these few exceptions,
protects its farmers with duties averaging a moderate 10 percent—the
lowest for any major agricultural country in the world.

Overly protectionist systems are hurting our exports in several ways.
First. high prices in the protecting countries mean a generally reduced
demand for the protected products. Second, the trade barriers. such as
the variable import levies used by the European Community, effec-
tively keep our farm products from competing in the protecting coun-
tries. Third. the stimulated produttic.. often piles up as commodity
surpluses. which the protecting countries try to dispose of abroad by
subsidizing exports into our traditional overseas markets.

Let me cite two examples of the way high guaranteed prices distort
trade patterns:

In the past 3 years the high-price system of the European Com-
munity has contributed to a production increase in coarse grains
amounting to 3.7 million metric tons, This is high-cost output that
has increased expenses of farmers and has raised consumer prices of
meat, poultry, eggs, and other livestock production. Alse, this high
cost production has meant a decrease in imports of efficiently produced
feed grains on the order of 3.4 million tons. I might add that the
United States has borne the brunt of this decrease.
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Also, the European Community, which has increased its wheat pro-
duction by about 4 million metric tons in the past 3 years, has shown
no disposition to reduce acreage or to lower its grain prices in the light
of the world’s current wheat surpluses. This policy is in marked con-
trast to actions of the other major wheat-producing countries. The
United States recently proclaimed a 1971 national wheat allotment of
42.5 million acres—a Tecord low and ihe fourth successive cut in U.S.
wheat acreage. Canada has put into effect a program that could
virtually take that country out of wheat production this year. Aus-
tralia has initiated a delivery quota system aimed, by limiting farmers’
deliveries of wheat, at discouraging production. Argentina is keeping
its wheat harvests in check by restraining prices farmers can get for
their grain. The failure of the Community to curb its grain surpluses
is canceling out in some degree the adjustment efforts of other pro-
dueing countries,

‘We also have had difficulties in other directions.

The Tnited Kingdom, a major feed grain market, has been growing
more of its own grain, which i1t has been protecting under a system of
variable import levies. For one thing, the Tnited Kingdom has had a
balance of payment problem, which has made increased self-sufficiency
at least temporarily desirable. But the country also is attempting to
bring its agricultural production and trade policies somewhat in line
with those of the European Community, which it hopes to join.

T.S. exporters are contending with subsidized Danish poultry in
such markets as Switzerland, Greece, the Middle East, Singapore, and
Hong Kong. And Japan still imposes 1 number of quanitative re-
strictions on agricultural products. Many of these, such as grapefruit,
anned pineapple, ham, and bacon, are items which, by and large, do
not compete-with Japan's domestic production.

I have talked about problems. But I don’t want to leave the impres-
sion that the future of U.S. agricultural trade is completely dark. Tt
isn’t, of course. While problems are uppermost in most of our minds—
and properly so, I think—I should point out for the sake of perspec-
tive that the trade picture also has some bright spots.

Soybean exports make up one of the brightest spots in that picture.
This is a_product the warld wants and needs as a source of protein
food for livestock and as a source of vegetable ¢il for human food. We
are the world's most efficient sovbean producer. Furthermore, we have
duty-free access, not only to the European Community, but also to
several other major importers, including Canada, Denmark, Norway
and Israel. We have good aceess to Japan, the United Kingdom, and
other markets. These factors have all come together this season. Ex-
ports in this current season have been almost phenomenal. Shipments
of soybeans as beans will total about 400 million bushels—a new record
by a wide margin and the largest percentage gain in exports since pro-
duction of this crop began in the United States. We will ship record
quantities of soyhean meal, and soybean oil shipments are holding
up well. Altogether, exports of soybeans and products will have a
record value of over $1.4 biflion.

World demand for feed grains also is increasing. Economic growth
and increased purchasing power around the world are creating an
expanded demand for meat, especially beef, and for other livestock
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products. The need for bigger herds and flocks is generating expanded
requirements for feed grain, much of which must be imported. The
United States, as the most efficient producer of coarse grains, should
share substantially in foreign market growth.

There is a basic market for U.S. wheat. Qur hard wheat, in particu-
lar, is popular abroad as a source of the high-gluten flour needed for
bread-making. Qur durum wheat « so is in demand for spaghetti,
macaroni, and other pasta products.

We see growing markets abroad for other commodities, such as
citrus fruits and ;uices, almonds, hides and skins, tallow, and many
processed foods. We see expanded exports of high-quality beef and
poultry specialities in countries where tourism is important.

We are watching the economic situation as it develops around the
world.

Japan is currently the top “*country™ market prospect for T.S. agri-
cultural commodities. We are alr. dy exporting close to $1.0 billion
worth of farm products annually to this remarkable island nation
whose gross national product is increasing at a fantastic rate of over
12 percent a year. And we will export more in the vears that lie ahead.
Japan continues to become more an industrial nation and less an agri-
cultural producer. We have similar opportunities in Taiwan, South
Korea, Hong Kong, and Singapore, which are also industrializing.
We have opportunities in the oil-rich Middle East and in Libya. We
Lave opportunities in the Caribbean area, where tourism is on the
upgrade.

We are doing the best we can under present conditions. But in order
to realize the full potential of these mnarkets, we need to work in a
liberal, market-oriented climate. The Department of .Agricultura has
greatly expanded its export market development activities in order
to capitalize to the maximum on the potentials that exist. Producer
and trade associations representing every major export commedity
are now partners with the Department in this drive. Private firms here
and abroad are teaming up through these associations to join with us
in a sophisticated program of merchandising and promotion through
the markets of the free world. The results for many commodities are
encouraging despite the protectionist problems that we constantly
encounter.

If a market-oriented trade climate is to be created in the trading
world, T.8. agriculture will need all the legislative help it can get
from the Congress. We need to move forward from the Kennedy
Round of negotiations. While that round resulted in some trade lib-
eralizing agricultural concessions with a number of countries, it did
not deal effectively with agriculture’s major trade problems.

The Department of Argiculture welcomes new initiatives.

In this connection the Department is heartened by knowledge that
the President’s Commission on International Trade and Investment
will be studying agrienltural as well as indus.rial trade problems,
and will be recommending policies. The Department, you may be sure,
will give the Commission its whole-hearted support. )

But the Department does not expect others to carry all the load.
Department offieials have been accelerating and deepening the process
of international consultation in agriculture. Jus: last week I tock part,
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at Ottawa, Canada, in an international consultation on adjustment of
wheat production. I have participated in other agricultural trade con-
ferences on this continent, 1n Europe, and in Asia.

We must press forward toward liberal trade in this world.

I am sure you recall, as I da, the very serious farm problems that
developed in the late 1920°s. At that time there were no programs to
ape with falling prices, surpluses, Arought, and all the other ills that
were plagming the agricultural sector. Programs had to be devised—
and some mistakes were made. For examy:le, one of the responses to
falling agricultural prices was the passage of extremely restrictive
trade legislation—the Tariff Act of 2020, This brougnt retaliation
from foreign countries, of conrse. As a result, in 1931-34 our agricul-
tural exports dropped to an average of about $300 million, as compared
with shipments worth $1.8 billion in the preceding 4 years. I wouldn’t
want to see such a thing happen again. We have problems now, but we
will have even more problems if we push for restrictions in the agri-
cultural trade field instead of continuing our drive for liberalization.

Farmers are still on the lowest side of the income scale. An expan-
sion of exports would enable them to ubtain an increased part of their
income from foreign markets. First, however, they must have access
to those markets. Therefore, the United States must keep up the pres-
sure for progress toward freer trade—toward a more market-oriented
world trading system. The Trade Act of 1969 will enable us to continue
our drive for liberal trade.

The years immediately ahead are going to be critical from the stand-
point of agricultural trade. The policies of the European Community
will be spread over a greatly increased area. It now appears that the
European Community will eventually encompass the present six coun-
tries plus the United Kingdom, ITreland, Denmark, Norway, and
possibly other European nations. It could well be enlarged still further
through associations or speeial arrangements. One day it could ac-
count for over half of the world's trade in farm products. It is there-
fora very important that the European Community review and revise
the application of its Common Agricultural Policy so that both the
Community review and revise the applieation of its Common Agri-
cultural Poliey so that both the Community and the rest of the world
will benefit to an inereasing degree from a more eflicient use of the
world’s resources through the expansion of trade.

Above all, U5, agriculture needs a world-wide climate of liberal
trade. In such a elimate importers and exporters of farm products
can best work together in secking solutions to their problems. The
Trade Act of 1969 is east in a liberal mold. T urge that it be enacted
without delay.

PAGE_¢v  BLANK



OFFICE OF THE SPECIAI. REPRESENTATIVE FOR
TRADE NEGOTIATIONS

STATEMENT oF Hox. Carr J. GILBERT. SPECIAL, REPRESENTATIVE FOR
Trape NEGOTIATIONS

This Committee spent a great deal of time during its Hearings in
1968 on the subject of the American Selling Price System of valuation
and on the reasons for and against eliminating the system in return for
concessions by other countries. It is a complex issue with many details.
It is complex because the system itself 1s exceedingly complex both
in its workings and its results. To understand it fully requires many
details because the system covers a vast range of different competitive
situations, highly diverse products, and equally diverse company situ-
ations. In some instances. moreover, a full understanding may also
require examination of business confidential information whieh cannot
properly or legally be discussed in public.

With your permission. I will not take up your time today discussing
all the many specific and often highly technical details thut are in-
volved In the proposals nor all of the information which lias been
assembled in reaching a decision to put them before you. Instead, T
propose to discuss those elements which I believe should bear most
heavily in your deliberations and which. to a relative newcomer to this
subject such as myself, strike me as the most important of the many
considerations. I will, of course. be glad to discuss any and all of your
specific questions here or, if necessary, in Executive Session.

I believe, first of all, that you should be told how this Administra-
tion approached this subject and the grounds on which it determined
that this recommendation should be made to yeu. You will reeall, T
am sure, that a very similar proposal originated in the previous
Administration.

Second, our discussion today will, I believe, be more purposeful if
I also very briefly deseribe what ASP is and how it works. Third, T
want to review the status and competitive situation of the benzenoid
chemical industry, the principal area of controversy in the proposed
elimination of this system of providing extraordinary protection. I
will particularly emphasize developments in the years since vou last
had an opportunity to examine the facts.

Fourth, I intend to summarize the reciprocal nature of the agree-
ment you are, in effect, being asked to put into effect. Finally, T would
like to give you our views as to the most probable vesults, domestically
and internationally, of your acceptance or your rejection of this
recommendation.

I should apologize in advance for the number of facts and figures I
must put before you. I cannot provide you with a sound or adequate
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basis for your decision with anything less. This recommencation is
not based on any theoretical or philosophical grounds, but on as search-
ing an examination of the facts associated with trade and competition
in this industry as it is possible to make. The many generalizations
which have been made about this issue can only be tested and a proper
judgment reached on the basis of facts.

Extensive information is essential in dealing with the ASP issue
becausz the impact of the present system and that of its removal can
proverlv be judged only in terms of many different chemical product
categories, many different company situations, and, because of the
inherent nature of ASP. of many different tariff situations. Attached
to my testimony you will find a set of statistical tables to which I
shall refer during my testimony. Additional data can be supplied on
a wide variety of pertinent aspects. In addition, if the Committee
wishes, I am prepared to submit for this record the testimony which
appears in the record of your 1968 hearings on this subject updated
to take accournt of all of the developments since it was prepared for
which new st.:tistical data have since become available.

REVIEW OF THE AGREEMENT

I think the Committee perhaps knows that when this Administra-
tion took office early last year the President set in motion a broad series
of policy reviews, including a comprehensive review of our trade
policies. Among other subjects, extensive reexamination was made of
the unfinished business inherited from the previous Administration—
an agreement negotiated in 1967 in which that Administration under-
took to seek Congressional approval of the elimination of the ASP
system in exchange for trade concessions by others involving both
tariffs and nontariff barriers.

We studied in detail the methods by which this agreement had been
reached, and the facts and arguments upon which it had been decided
to negotiate such an agreement. Qur reexamination had the very con-
siderable added advantage of the record of your previous hearings
and was, thereby, able to study in detail the case that had been
presented to you in 1968 by the chemical industry and by other wit-
nesses both in opposition to and in faver of elimination. We were able,
thereby, to compare the opposing contentions, the varying facts. the
gaps, and reach a new, indepedent judgment. Finally, we had ihe
still further benefit of at least some experience with the tariff reduc-
tions negotiated during the Kennedy Round which have since begun
to go into effect.

Our purposes and our criteria in this review were the following.
Since it was an inherited issue, we sought to assure ourselves that the
procedures and the preliminary work had been thoroughly and fairly
done, that all possible resources, expertise and facts had been brought
to bear, that a fair opportunity had been offered to all parties to make
their views and their cases known, that these had been properly con-
sidered, and that a reasonable judgment had been reached. Equally
important, since the proposal involves an agreement for exchange of
concessions, it was examined with a view to its,balance and reciprocity.
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Finally, since it had been asserted thai a domestic industry and its
workers would be adversely affected if the agreement were imple-
mented, great care was taken to examine ary 'possibly injurious
consequences. _

Our judgment, embodied in H.R. 14870, is that it will be in our
interest to eliminate this system. The form in which elimination is
proposed and the rates which would replace the present, ASP-based
rates were fairly and reasonably avrived at, the agreement in which
they are embodied provides reciproeity and, above all, the application
of these rates should not be the cause of injury to the firms and work-
ers involved. It should lead, instead, directly to an expansgion of mutu-
ally beneficial trade in chemicals, and to benefits, both direct and
indirect, to other American industries, farmers, and consumers. I can
add without any equivocation whatsoever, that although no value is
assigned to it in appraising reciprocity, the elimination of ASP will
lead to an improved climate, greater credibility, and a major stimulus
to the future removal of other nontarift trade barriers. Moreover, all
of the evidence accumulated since 1068 and virtually all of the trends
since then reaffirm the evidence you had before you in 1968 that the
chemical industry, including its benzenoid producers, is one of cur
more aggressive international competitors searcely in need of extraor-
dinary protection. I should like to return to all of these points later.

THE ASP SYSTEM

The ASP system as it applies to certain chemicals has now been in
operation two years short of a half century. It began, as the record the
Committee has assembled indicates, as a means to afford adequate
protection for one of our infant industries—the benzenoid segment of
the chemical industry. Its particular form originated in the feeling
that some unusual form of protection was needed under the conditions
which existed during World War T and which were continuing in 1922
when the Congress enacted the basic legislation. The form may very
well have been influenced by hesitation in the Congress to legislate
openly the nominal duties high cnongh to achieve this goal.

The ASP system has been in effect without significant change ever
since. Meanwhile, the chemical industry has grown from an infane
to its present $49 billion seale. Its benzenoid segment alone now ac-
counts for $4.3 billion in annual shipments. Meanwhile, too, its tech-
nology has changed vastly, shifting from a coal-tar bace to primary
dependence today upon petroleum and natural gas. )

Throughout this peried, today, and in the future unless the Con-
gress changes the existing statute, the prodnets covered by this system
are valued for duty purposes not—as are the bulk of all ofher products
secking entry into this country—on the foreign “export value,” but
on the basis of the price set by an American manufacturer of a com-
petitive product. Renzenoid products not deemed competitive with
domestic products are assessed for duty purposes on the “T7.S. value,”
that is, the wholesale price here of the imported product less such
clements as general expenses, product, duty, and transportation costs.
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GENERAL OBJECTIONS TO .ASP

This might sound simple and fair enough to some. The objections
to it are five in number: .

First. it provides a very extraordinary degree of protection, both
in comparison {o the duties which now apply to other T. S. imports and
in compaiison with comparable dut es abroad. Our statutory or nomi-
nal rates for benzenoids today are already higher on the average than
those applying to most other products entering the United States and
higher, also, than those typical of other developed nations' tariff
schedules.

When further applied to American wholesale prices, these tariff
rates produce effectiyve rates often many times higher than the apparent
duty. Some are actually above 100 percent and the peak, as determined
by the Tariff Commission, is 172 percent. These effective rates are, in
effect, invisible. The system clearly disguises the degree of protection
it provides. Moreover, there is no way of knowing how high rates can
o an effective rate can only be calculated on the basis of actual trans-
actions. Beyond any doubt, some chemical trade is prohibited by this
system.

Seeond, the system is inconsistent with the customs practices of all
our trading partners for nonagricultural goods.

‘Third, under the ASP system & domestic manufacturer has certain
unique and, I believe, unnecessary and unfair advantages. Within the
limits of the effectiveness of competitive forces operating in the U S.
market, a T.S. manufacturer can adjust the level of his own tariff
protection against the products of his foreign computitor by the whole-
sale price he sets for his cwn product.

Moreover, if he is not actually selling a product which is “like or
similar” to one currently imported. he can indicate a price that he
would be “willing to receive™ for this product and thereby trigger an
increase, usualiy substantial, in the tariff wall that any import must
surmount, )

Fourth. a foreign exporter of a product potentially subject to ASP
cannot know al the time he signs a contract or ships the product
whether it will be subject to ASP, or what the ASP will be until it
has passed through owr Customs. This uncertainty as to the amount of
duty isa further burden nn trade.

Fifth, when there are few producers, a reiatively frequent situation
for many individual chemicals, any ability to set or vary prices becomes
under the ASP system the further ability to determine a product’s own
level of tariff protection. This. in turn, can further restrain competi-
tion both domestically and internationally.

SPECIFIC OBJECTIONS TO ASP

Above and beyond these general prapositions are a variety of more
specific objections to this system. The statutory language in section
402e of the Tariff Act of 1930 specifies that in the absence of actual
domestic sales of a like product the ASP shall be that price at which
chemicals are “offered for sale for domestic consumption in the prin-

cipal market of the United States, in the ordinary course of trade and
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in the ususl wholesale quantities” or, alternatively, the price a producer
“would have received or was willing to receive,” again in the ordinary
course of trade and in the usual wholesale quantities.

Such broad language inevitably creates problems both in administra-
tion and in equity. It, in effect, explicitly assumes that there is neces-
sarily a single price for each chemical and one which can be determined
with certainty and accuracy by Custon officials. It implicitly assumes
that list prices, where they exist, will be equal to prices at which goods
are actually sold and, where they do not exist, that Customs will be
readily able to obtain the necessary data.

These assumptions are not realistic. They do not allow for the
desirability of determining whether a quoted price is a reasonable
one—a problem which may arise in the case, for example. where the
domestic article, often patented, is neither offered nor sold as an inter-
mediate product, but rather is made by a single or a few integrated
producers who use the product internally to make finished articles
from it. In the latter case. the price for the intermediate may well be
established at a level which deters any prospective purchasers of a
similar import from importing. Yet this is, under the present statute,
the proper basis for valuation.

The *willing to receive” provision of the statute further means
that an importer may bring chemicals to the United States under the
impression that there is no domestic production, only to learn that an
American manufacturer does produce them, not for commercial sale
but entirely for his own, internal use. If this manufacturer then
states to Customs that he *would be willing to receive an offer™ and
quotes his price, even though no commercial transactions have actually
occurred at- that price it also becomes the basis for duty.

This feature of the statute thus permits situations where domestic
firms have the potential for manipulating prices to deter and even
eliminate any import competition. .\s a result, in order to anticipate
these effects, importers often bring in very small samples, solely in
order to establish the magnitude of the prospective duty. This prac-
tice is one of the explanations why our trade statistics show that im-
ports do, indeed, sometimes enter over fairly astronomical tariff levels.

Still another difliculty with ASP concerns the alternative valuation
base whicll applies when a benzenoid chemical is found not to be com-
petitive with a domestic product. In this sitnation, the statute provides
that a “United States value™ will be deterinined and used as the basis
for valuation. This essentially requires Custors to work back from a
quoted wholesale price of the import in the United States market, to
estimate and deduct all necessary expenses and mark-ups ineurred in
its importation and arrive at an estimated equivalent of an export
value for the chemical. This, too, is time-consuming and often leads to
controversial results. Certain shipments, we have been informed, have
been under consideration for a decade while the matter was being
litigated through the courts.

(Customs regulations require dye producers to file data on the dyes
they make and offer to sell. The number of commercial dyes on file
with Customs, however, is small reiative to the total number of chem-
ically known products potentially subject to ASP. It would be ad-
ministratively impracticable to establish a system for all benzenoid
products similar to that used by Customs in the case of dyes.
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Because of these problems, my predecessors in the Executive Branch
undertook an inquiry to determine if another system could be devised
which would provide adequate protection for this industry and
whether, in the course of the international trade negotiations then
taking place, a reciprocal agreement could be obtained in return. The
Committee's record adequately documents the procedures followed by
the Tariff Commission in arriving at new rates, its further role in
appraising whether or not they could be reduced during negotiations,
and the basis upon which a separate, ad referendum agreement was
eventually obtained—the agreement which is now before you. it is
our judgment that these procedures were fair and equitable and that
the results, given the inherent nature of the ASP system, provided an
equitable basis for future tariff treatment for the chemical industry.

THE COMPETITIVE RECORD

I should like to turn now briefly to a few of the key facts I believe
vou should keep in mind about the chemical industry. Its amazing
record of growth, documented for you in your 1968 hearings, has con-
tinued over the intervening years. Since 1967 it has grown better than
T percent per year. It has continued its enviable record of a faster rate
of growth than manufacturing in general. Qver the longer term, since
147, for example, it has grown at nearly twice the rate of our economy
and nearlyv 80 percent faster than all manufacturing.

Its profits have consistently outpaced those of all manufacturers.
In 1969, a less than exuberant year for many industries, its profits
were 6.5 percent of sales, while manufacturing profits on the average
were only +.8 percent. Its return on investment has also been con-
sistently above average. The rate of annual increases in capital ex-
penditures are similarly above average. This year, by the way, its
degree of confidence in the future is implicitly visible in its planned
increase of 19 pereent in capital expenditures.

T think T need probably not remind you that it is one of our more
rescarch-oriented industries, one known for new product development
and for steadily rising productivity, as well. Productivity, moreover,
has increased while employment has also been rising steadily. Reflect-
ing its high productivity, labor costs are only about 22 peréent of the
value of shipments, one of the lowest ratios in manufacturing.

This domestic performance is matched by its performance in world
markets. Tts 82.2 billion trade surplus in 1969 was double that of as
recently as 8 years ago, one-fourth greater than in 1966. Exports over
the past 5 years have inereased an average of 7 percent per year. The
pereentage arowth in imports has been greater, but the dollar increase
is onlv half as much. Between 1964 and 1969, imports increased $500
million, exports by $1 billion. In recent vears the industry, in spite of
renewed strength of foreign producers, has kept close to a 25 percent
share of the total world export market in chemicals. Import figures,
moreover, include a substantial share of necessary chemical raw ma-
terials, as well as finished imports which do not directly compete with
Ameriean products. Nearly half of all imports, for example, are duty
free, and another portion come from Canadian subsidiaries of Amer-
iean firms who have rationalized their productive operations on a
North American basis.
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During the past three years, chemical imports on the average have
grown 8.8 percent per year. This rate, while greater than that of our
exports, is only slightly more than half as much as the comparable
recent growth rate of our imports of all manufactured products, With
imports of other manufactures growing faster in recent years, chemi-
cals have actually dropped off as a proportion of our total imports.

Our continued ability to export, and export more each year, more-
over, has occurred over a period when the industry’s foreign invest-
ments and its producing operations abroad have been growing rapidly.
Its sales from its foreign subsidiaries in 1967, for example, are esti-
mated to have totaled approximately $9 billion, a figure far in excess
of its foreign sales from U.S. factories.

A further very important dimension of the industry’s competitive
posture is its ability to achieve a surplus in trade with every major
region of the world, including those areas with strong, internationally-
oriented chemical industries and also with substantial American sub-
sidiarv operations. Our surplus with the European Community, for
example, grew from $356 million in 1965 to $497 million last year, and
with Japan, from $103 million to $183 million over the same period. It
has increased comparably with Canada and declined moderately only
with the EFTA. countries since 1965.

Thus far, I have been portraying for you the salient facts about the
entire chemical industry. Since ASP applies only to benzenoids, I
should properly add the corresponding figures for this segment,
though I many respects the two are intimately intermingled and often
data on benzenoids alone cannot be separated out. Our only source for
figures applying only to benzenoids i« the Tariff Commisston. Its data.
however. cover only production, salzs, and imports, and are subject
to the rules of confidentiality and, therefore, cannot always provide
the entire picture.

For all practical purposes. however. the recent benzenoid perform-
ance alone can be summarized as being as good, if not better, than
that of the entire chemical industry. The shipments of the domestic
industry in 1968, the last year for which we now have data, were $4.3
billion, or about 10 percent of all chemicals. Over the past three years,
domestic shipments have grown at an average rate of 10 percent per
year, well above the all-chemical growth rate and about the same as its
arowth in each of the other years of the last decade.

Exports in 1968 were an estimated $734 million—one-fifth of all
chemical exports—while imports were only $107 million, thereby re-
cording a trade surplus of $627 million. This surplus is even greater—
$681 million—if caleulated on the basis of only those imports which
actually competed with domestic production.

Of total imports of $107 million in 1968, $53 million were classified
by Customs as competitive with domestic products, equivalent to 1.5
percent of domestie shipments. This was an import market sharve
far below the national average for all manufactures. Although em-
ployment data in benzenoids are not regularly compiled. it would ap-
pear that employment, too, has been increasing steadily. Profits of the
benzenoid segment of the industry are not separately compiled, but
. there appears little evidence to suggest that overall they differ sub-
stantially from that for all chemicals.
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Like any broad industrial group or category, the benzenoid segment
of the chemical industry is not homogencous. Many different products
are made by many firms of different sizes and market situations. The
benzenoid sector can be generally subdivided into 10 major product
groups: Intermediates (including rubber-processing chemicals), dyes
(including azoies) . pigments, medi :inal chemicals, flavor and perfume
materials, plastics and resins, plasticizers, surface-active agents, pesti-
cides and agricultural chemieals, and miscellaneous chemicals.

Over 25 percent of total benzenoid sales consists of plastic and
resin materials, an area where the United States has long been a major
innovator, a dominant producer, and a very large exporter to virtually
every corner of the globe. Another 20 percent of total sales is in the
area of plasticizers, surface-active agents, and pesticides and agricul-
tural chemieals. The United States is also a dominant producer in each
of these product areas.

There have been few suggestions that foreign competition is a
serious factor in either of these areas. Neither has foreign competition
been a particular issue with respect to flavor and perfume materials
which comprise about 1 percent of total benzenoid sales. Finally, there
appears to be little question over miscellaneous other benzenoid
chemicals.

THE PREBLEM AREAS

The areas of contention, that is, the areas where the domestic indus-
try has primarily asserted that there is a likelihood of injury from
conversion of the ASP system 2ud from reductions of tariffs are the
intermediates and, in the finished products area, dyes, azoics, pig-
ments, and medicinals.

Intermediates, the raw or semiprocessed materials from which the
finished benzenoid products are made, are typically consumed by their
own producers and, typieally too, the nature of import demand for
them fluctuates from year to year, often in response to domestic
shortages. Total imports in 1569 of $49 million, for example, were
only 0.4 percent of consumption in pounds and 3.8 percent in value.
The import data for recent years reveal this fluctuating pattern. The
largest single intermediate imported in 1966, for example, was phenol
at 8.6 million pounds. In 1968, however, less than 300 pounds were isi-
ported. In 1968, on the other hand, the largest single import was of
11.1 million pounds of phthalic anhydride. In 1965 there were 1o im-
ports at all of this product.

In contrast, consumption of finished henzenoid products has grown
from $1.9 billion in 1965 to $2.5 billion in 1968, while overall imports
have less than 3 percent of the U.S. market, 1.5 percent if noncom-
petitive imports are excluded. Between the major categories of finished
products, however, there are normally wide variations. Dye imports,
for example, in 1968 accounted for 8.8 percent of the U.S. market (3
pereent for competitive dyes only), pigment imports were 3.9 percent
of all sales here (0.6 percent for competitive imports only). Imported
medicinals accounted for 5.8 vercent of our market (2.1 percent if
only competitive drugs are considered). Parenthetically, I should
note that dye imports rose sharply in 1968—about 44 percent. When
this figure is mentioned in subsequent testimony, as T am sure it will
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be, it should be recalled that two-thirds of the increase was in non-
competitive dyes. Much of the remaining increase was in a single dye,
called Vat Blue 1. Typical of the changing product mix of chemical
imports, imports of this product. fell off in 1967, but rose again in 1968
back essentially to the level prevailing since 1963.

Total impoerts in 1968 of finished benzenoids other than dyes, pig-
ments, and medicinals, were abort one percent of all sales, and less
than one-half percent if noncompetitive products are excluded. Our
benzenoid exports, by the way, are heavily concentrated in finished
products—nearly 70 percent of the $734 million total I mentioned
carlier involves final products. Further details and figures for a longer
time period can be found in the tables appended to my statement.

I must apologize for subjecting you to this stream of ficures. I can
summarize their meaning simply as providing a basis for confidence
in the ability of this industry, including its benzoid seginent, to com-
pete internationally. There are, of course, undoubtedly individual
products in which, for any one of a variety of reasons, we have fallen
behind or someone abroad has found 2 way to do u better job. If this
1s true, it isnormal for any industry.

Secondly, these figures provide no basis for concern that this in-
dustry’s strengths have deteriorated in the last several years. Events
have horne out the forecasts made to this Committee in 1968 thut this
was u strong and expanding area of American industrial ability, and
one which would continue to meet and gain in the challenge of the
world market: place.

Finally, the ficures before you dramatically testify to the facts
that while imports have continued to increase, in some areas at a fairly
rapid pace, they have not increased as rapidly as imports of other man-
ufactured products. They account in most instances for a very small
share of our domestic market. Moreover, the surplus of exports over
imports testifies definitively to the international competitiveness of
this segment of the industry.

THE SUPPLEMENTARY AGREEMENT

I would now like to turn to the question of the reciprocity of the
agreement before you. I do not believe that at this time it is particu-
larly useful to review the chemical negotiations during the Kennedy
Round; the issue today is whether it is in our interest now to ratify
an agreement separate from but contemporaneous with that negotia-
tion. )

A few preliminary comments are in order. A judgment that reci-
procity has or has not Leen achieved in a trade agreement necessarily
imvolves a great many separate considerations. In the first instance,
it. involves a judgment that there has been a fair and balanced ex-
change of new trade opportunities. .\ negotiator, however, can only
seek new opportunities and yvalue them with the facts at hand ; he can-
not insure that all of the subsequent actions necessary to take ad-
vantage of those new opportunities will be taken or that trade will
actually occur. Nor can he obviously take into account all of the future
impondgrab]es and unforeseen events.

Practically, he must make a judgment based on both quantitative

0—10——6
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and qualitative factors. It is necessarily a judgment based in the first
instance on a composite of the nature and volume of trade subject to
a concession, the depth of that concession if it involves a tariff reduc-
tion, and an evaluation of the potential thereby created for future
growth of trade. Combining these and the many related factors into
a judgment of future opportunities, I believe that, should the Congress
approve this bill, we wil! obtain significant concessions and new trade
opportunities, both for the chemical and for other industries.

The agreement, when implemented, requires the United States to.

1. Reduce chemical duties by an average of about five percent. This
reduction consists of :

(e¢) A 30-percent reduction in certain low duty chemicals, cut
by only 20 percent in the Kennedy Round ;

, (bl) Reductions in certain high duties to about & 20 percent
evel;

(¢) Establishing duties of more than 25 percent for sulfa drugs
and of 30 percent for dyes and pigments, duties which in many
cases will be nominally at higher rates than at the end of the imple-
mentation of the I{ennedy Round.

2. Convert duties now based on ASP to normal bases of valuation.

The agreement requires the European Community to:

1. Reduce its chemical duties by an average of 26 percent, This
reduction consists of :

(¢) Reduction in tariffs on all chemicals by 30 percent
except those for which only partial or no reductions were
made in the Kennedy Round.

2. Modify its road tax system to eliminate discrimination
against American automobiles.

The agreement requires the United Kingdom to:

1. Reduce its chemical duties by an average of 22 percent. This
reduction consists of :

(¢) Binding its previously unbound duties on plastics at
a low level ;

(B) Reduce by a further 30 percent duties on chemical
products which it cut by only 20 percent in the Kennedy
Round;

(¢) Further reduce by varying percentages all duties on
chemicals which are 25 percent or higher to bring them to a
level of 12.5 percent.

2. Reduce the preferential tariff margin on its tobacco imports,
from us.

Finally, Switzerland, which made a 49 percent reduction in its
chemical duties in the Kennedy Round, agreed if ASP is eliminated to
modify its regulations on canned fruit imports. In addition, Sweden,
Austria, Norway, Denmark, and Finland—none of which are parties
to the agreement—are bound by the Kennedy Round agreement to
make substantial additional reductions in chemical tariffs when the
agreement before you is implemznted.

THE AGREEMENT SUMMARIZED

The trade significance of all of these commitments is not easily sum-
marized. Perhaps the best way to begin, though I do not intend to
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dwell long on mere numbers, is with the statistical summary in terms
of the amounts of trade involved in the tariff reductions. Qur conces-
sions involve $330 million of our imports in 1964—the basz year used
in negotiating this agreement--from the participants in the agree-
ment, and $£40 million of our imports from all sources. Both figures,
by the way, are our actual trade adjusted to a c.i.f. basis as is the
customary practice in our trade cegotiations. In return, we will be
obtaining concessions upon $890 million of our exports from them.

I cannot, unfortunately, update these 1964-based calculations which
were thz basis of the agreement. However, it seems quite reasonable to
assume that the greater shsolute dollar volume of increases in our
exports than in our imports since then and the accompanying growth
of our trade surplus would indicate overall that the benefits to be
gained now are as great, if not greater than as calculated on the basis
of our 1964 trade pattern.

In my judgment, the qualitative factors in the agreement before you
outweigh any statistical measurement. They could be summarized as
follows:

1. The United States gained important concessions and in only
very few instances agreed that duties would not be reduced in the
areas which are significant for our future trade. The basket rates,
where the products of our industry’s massive research and devel-
opment effort will largely be classified for duty purposes in the
future, will be substantially reduced. In so dynamic an industry
as this, where half of today's sales are in products not known 10
years ago and where few can predict the nature of tomorrow’s
products, the tariff rates on the basket categories of a chemical
tariff schedule are of major importance.

2. Foreign tariffs on other rapidly growing U.S. chemical
exports will.also be drastically reduced. The concessions involved
are particularly significant, for example, in plastics. U.K. and
Community tariffs in this key area will almost all be 10 percent or
less when the agreement i3 implemented. In 1964, U.S. plastics
exports to the U.K. and the Community alone were $145 million.

3. The United Kingdom will algso make very substantial redue-
tions on rates on organic chemicals. U.S. exports in 1964 in this
category were $50 million, largely at rates of 3314 percent. The
additional reductions necessary to insure that no rate remains
above 12,5 percent will be made. Reductions from the 3314 level
will average 62 percent.

4. Chemical tariffs in major U.S, export markets will uniformly
be reduced to extremely low levels and should provide a very con-
siderable opportunity for increased export sales. certainly, for
greater profits in exporting at current levels. With relatively few
exceptions. there will be no Community or TXK. rate above 12.5
percent and most Conimunity rates will be well below this level.
Most Japanese duties will be below 15 percent, the principal excep-
tions being cosmetics 1..ud films, which happen to fall in the Japan-
ese chemical tariff schedule. The highest Canadian rate will be
17.5 percent and the belk of Canadian duties will be substantially
“awer. U.S. duties in potentially sensitive areas, however, wiil
remain substantially above comparative rates in other countries.
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5. For example, dyestuff tariffs in the EC will be 10 percent,
and in the UK., 15 percent, compared to the proposed U.S. rate
of 30 percent. This should benefit the U.S. dye industry, even now
a significant exporter.

6. The agreement provides protection for U.S. producers in the
significant basket categories. Only one was reduced by approxi-
mately 50 percent—the intermed ates basket where it was con-
sidered the industry would not be adversely affected.

7. Where it is proposed that U.S. rates would be reduced to a
level of approximate{y 20 percent, the recommended rates, in fact,
will provide a floor for tariff protection, not as has been alleged,
a ceiling. The rates were derived from average duties obtained in
1964 trade. Any further imports at low unit values will be pro-
vided with effective protection at higher levels through the con-
tinuation of the specific duties in the U.S. tariff schedule.

OTHER ASPECTS OF THE AGREEMENT

I should also point out that even after this agreement is imple-
mented, many U.S. chemical tariffs will still remain exceedingly high.
I have already noted some specific instances. In other cases, the same
result will be achieved by the continuation of our specific duties where
they apply to products which sell at low unit values. This type of duty
has the effect in some cases of producing fairly astronomical effective
tariffs, a characteristic of our overall tariff schedule which frequently
provides relatively greater protection for lower priced commodities.

I should also comment on a further aspect of the proposed reduc-
tions in U7.8S. duties. In certain cases, additional reductions are pro-
posed in the agreement where no potential exists for serious injury.
This results from the fact that in the negotiation of this agreement
when other countries proposed significant reductions in their own,
often much lower rates, they strongly objected that a proportional
duty by the U.S,, in turn, would not in such instances be fully recipro-
cal since it would leave certain of our duties still with very high rates.
The reductions proposed for this reason should bring no adverse
effects: they often involve an additional reduction of only a few per-
centage points. Most of them, in fact, involve products in which we
are net exporters, or in which little trade exists. They include some
intermediates, usually large volume items with little or no imports,
some pesticides, a few photographic chemicals, some drugs, and some
perfumes and flavorings.

THE ECONOMIC EFFECTS

I will not dwell long on the complicated analysis nor the many facts
and judgments which together constitute the case that this agreement
will not adversely affect American firms and workers, but will, instead,
if the opportunities it provides are aggressively pursued lead to an
expansion of our production sales, jobs, and profits. The record of your
1968 hearings contains the basic arguments in considerable detail and,
as I said earlier, the situation in this industry has not deteriorated since
then. If anything, it appears to have improved. Secondly, these judg-
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ments were carefully arrived at virtually on a case-by-case basis,
through an examination of all of the available facts and evidence in
cach proposed concession on both sides, and as a result of one of the
most. comprehensive series of studies undertaken in the field of trade
policy. They can be reviewed in detail with the Committee in the areas
or products of most interest to it. I should note, however, that they
frequently come down to matters «oncerning individual produets and
companies, particularly the smaller firms, and involve data from confi-
dential sources which cannot be revealed in public hearings.

I do want, however, to make one very fundamental point. As I read
the record of opposition to the elimination of ASP submitted at your
earlier hearings, a very curious theme was given great stress, the logic
of which as a former businessman escapes me. Time and time again,
in a variety of formulations with varying amounts of supporting facts,
you were told that reductions in U.S. duties and/or the elimination of
ASP would depress our domestic price levels and lead to injurious
consequences. In virtually the same breath, you were also told that
reductions in return by other countries on the duties on products we
expoet to them now or in the future would be worthless.

Trying to break this logic down, there scem to be several things
which ought to be pointed out. As far as the domestic impact is con-
cerned such statements assume that the full measure of the tariff
reduction or the more elusive measure of the effects of eliminating ASP
will be promptly reflected in consumer prices here, while, abroad,
taere will be no reflection of the tariff reductions—and we are talking
in this agreement of 30 percent and greater reductions.

It is sugrgested that prices will decline here, though apparently there
will be no offsetting increases in total sales as a result. Overseas, on
the other hand, prices will be unaffected and our sales unchanged.
The:e would seem from the record, to be no recognition that even under
theaw circumstaces, at the very least our profit margins on existing ex-
port business will increase in step with the amount of duty saved. As
a businessman, I find it hard to understand both why changes in tariffs
should have effects different from changes in the other elements of
costs or, seconcly, why changes in tariffs should have such disparately
different effects here and abroad. ¥ can only conclude, on the one hand,
that there must be the further assumption in these conclusions that
export opportunities will not be sought after. Further, it would seem
that a segment of an industry long receiving extraordinary protection
from foreign competition in this market, but with an enviable record
of ability to compete both at home and in exporting as well, has con-
cluded that it prefers to protect its home market, regardless of the
consequences.

This, in blunt terms, is the issue involved in the elimination of ASP.
Those who have enjoyed its special favors for half a century are per-
haps understandably loath to relinquish such effective insulation from
the forces of competition, even though what I consider to be an ade-
quate effort has been made to provide them with satisfactory and
reciprocal benefits in return. The question the bill before you poses
must, however, be decided on the broader grounds of whether this
agreement—both for its immediate benefits and for its longer range
significance—is in our national interest.
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The facts indicate to this Administration that the elimination of
ASP will not have any significant adverse impact upon the benzenoid
segment of the industry but that the new rates proposed in I.R. 14870
and those which other countries will put into effect, if it is passed. will
enable those producers and workers engaged in benzenoid production
to continue to expand their sales, including their exports. Moreover,
there will be substantial new export o, portunities for other products,
both chemicalsand nonchemicals.

Finally, I must urge the Congress to give careful weight to the
broader significance of this issue. I would mislead you if I pretended
to guarantee that the elimination of ASP will ]itcrzﬂl{ unlock the door
to future progress in the removal of other nontariff barriers to trade.
Yet, on the other hand, I cannot stress too strongly to you that the
system and the level of protection ASP provides has bacome the lead-
ing symbol to others of unnecessary, indefensible American protection.

As such, its continuation wiil, in a very real sense, impede our future
efforts to engage in trade negotiations, while its elimination would be
unequivocal evidence of our determination to move ahead. The issue is
whether we are willing to remove one of our most iestrictive barriers,
not unilaterally or for future promises, but in return for new trade
opportunities while still providing substantial and adequate protec-
tien for one of our domestic industries. I urge the Congress to weigh
this consideration and to approve the elimination of the American
selling price system of valuation.

RUBBER SOLED FOOTWEAR WITH FABRIC UPPERS

In addition to benzenoid chemieals, the bill before you authorizes
the President to eliminate the application of ASP to rubber soled font-
_wear with fabric uppers, canned clams, and certain wool knit gloves.
Unlike benizenoid chemicals, the elimination of AST for rubber soled
footwear was not the subject of any agreement during the Kennedy
Round. Nor did ASP first become applicable to such footwear by
statute but rather by Presidential Proclamation in 1933. The action
proposed with regard to rubber footwear is also a reflection of a very
different economic position which obtains for that industry from the
one presented by the chemical industry. .\ consequent final difference
between the two is that no reduction is proposed 1n the converted rate
that was developed by the Tariff Commission.

On the basis of 1965 data the Tariff Commission then determined
that the ASP rate was equivalent to o converted rate of 58 percent
based on export value. The Tariff Commission also proposed that non-
competitive footwear be subject to a rate of 20 percent.

Since the introduction of H.R. 14870, several things have occurred
which may require amendment of the proposals in section 101 of the
bill, including:

1. A Bureau of Customs ruling which became effective May 7,
1970, now makes it desirable to remove any reference to “iron
filings” from the tariff description to which the bill refers.

2. The accuracy of import data on rubber footwear has recently
been questioned. The Tariff Commission has been examining these
data and we understand that it will be advising the Committee of
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its findings. This reexamination may make it necessary to re-
consider the rate of 25 cents per pair plus 20 percent, but not less
than 58 percent, which is proposed in the bill.

In view of these factors, I do not believe it useful to pursue the sub-
ject further until the Tariff Commission report is available. However,
I would emphasize that for the reasons stated in my earlier discussion
of benzenoid chemicals, this system o1 valuation should be eliminated
ona fair and equitable basis for any products subject to it.

CANNED CLAMS AND WOOL XNIT GLOVES

Finally, the bill preposes elimination of ASP as it also applies
to canned baby clams and a low-priced bracket of wool knit gloves.
Both were made subject to ASP as a result of Tariff Commission in-
vestigations under section 336 of the Tariff Act of 1930. There appears
to be no likelihood of adverse consequences from the elimination of
ASP with respect to canned clams. On the other hand, the price
bracket of gloves is obsolete and no imports have been recorded since
the 1930s. The National Association of Glove Manufacturers recom-
mended that ASP be eliminated. Finally, Japan has agreed to a one-
third reduction in its duty on abrasive paper if ASP is eliminated
with regard to these two products. '

Thank you, Mr. Chairman.

TABLE 1.—CHEMICALS AND ALLIED PRODUCTS—U.S. SHIPMENTS, EXPORTS, IMPORTS, AND APPARENT
CONSUMPTION 1962-69

{Dollars in millions)

Percent
imports
of ap-
Imports parent
- Appar-  con-
. Duti- entcon- sump-
Shipments  Exports Total Free able sumption  tion

$1,877 $758  $500  $258 $28,154 2.7
2,009 100 427 213 30,469 2.3
2,364 703 366 337 32,600 2.2
2,402 769 361 408 35,844 2.1
2,675 955 A1l 4 39.077 2.4
2,802 958 420 538 40,503 2.4
3,287 1,129 482 644 44,407 2.5
3,383 1,232 513 N8 46,547 2.6

Source: Department of Commerce.
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TABLE 2.—BENZENOID CHEMICALS—SHIPMENTS, ESTIMATED EXPORTS, IMPORTS BY COMPETITIVE STATES AND
APPARENT CONSUMPTION, 1962-68

[Doliars in mitlions]

Percent

Imports 1 total -

gorts ct

. Com- Apparent con-

Ship- peti- consump-  sump-

ments Exports2 Total tive  Other tion tion

1962.. e e cmccnacccnemcc e ameaaann $2,564 ® $39 $18 $21 ® Q)
1963 cmmasammmmeesmmememess——e 2,729 ® 44 21 23 ® ®
1964 ..o nccccamm————e 2,950 2 49 23 26 ¢ @)
1965, e aem e 43,190 $ 65 3l 34 82,7 2.4
1966 cmmce e cnecam e am—ae 3,608 548 88 46 42 3,148 2.8
1967 caccecacinmaccemmmam e mamemm—a- 3,913 620 83 43 40 3,316 2.5
1968 .o emccmcceacmcmemema———— 4,266 734 107 53 54 3,639 2.9

t Import data prior to 1965 are understated because of a change in the method of reporting,

3 Estimated,

3 Not available,

4 Shipment data prior to 1965, not strictly comparable with later data due to the exclusion of finished medicina! prepara-
tions after that year.

Source: Department of Commerce; Tariff Commission.

TABLE 3.—INTERMEDIATES -PRODUCTION, SALES, EXPORTS, IMPORTS BY COMPETITIVE STATUS, AKD APPARENT

CONWTION, 1962-69
7

Percant
Impotts t . total
Appar- imparts
Com- entcon- of con-
Produc- peti- sump-  sump-
tion Sales  Exports Total tive  Other _tion tion

{tn millions of pounds}
1962..cmecancccancamaacananammaaenn 12,109 4,675 576 20 15 §5 11,552 0.2
FEe X T 13,576 5, 558 125 28 22 & 12,879 2
1964... o cceecevemccan - 15,832 6, 56 1,332 19 16 3 14,579 1
1965. . cccmenncceaccannacmnm——na—as ,601 7,508 1,797 38 34 4 15,842 2
1966.cccccccmacanammuancccaacaanaan 20,113 8,722 1,702 69 57 12 18,430 4
1967 - - - 20,871 9,169 2,091 72 51 21 18,852 4
1968..cccceecccrcacrcccmamcccmanaa 23,943 10,394 2,845 "N 54 17 21,469 3
1969 L e ecamceenemaanan 27,486 11,933 3,651 91 ) O 24,92 4

[Dollars in miltions}

1962 - $795 $90 $13 $8 $5 3718 1.8
1963 e emcccema e 84 - 9 15 & Bl 2.0
1964 - ———— 920 140 14 8 5 794 1.8
1965...ccmacccemcccacenmmencmcaeeamaanaa , 008 159 19 14 5 868 2.2
1966. .o cmeeccnecmnccacmacscemvemacecm——ana 1,122 164 a 22 9 989 3.1
1967 e ccececcceccacaeccccmcsemcaeana 1,185 179 28 19 9 1,034 2.7
1968. . cerccccececamccamemmammmesmann—————— 1,288 225 39 27 1} 1,10t 3.5
19693 ... reemmmsmmeemesemmamaemamam—— 1,478 233 49 () ® 1,204 3.8

1 Import data prior to 1965 are understated because of a change in the method of reporting.
2 Not avaifable.
3 Estimatea.

Source: U.S. Departmant of Commerce; Tariff Commission.

-
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TABLE 4.—DYES AND AZOICS—PRODY JTION, SALES, EXPORTS, IMPORTS BY COMPETITIVE STATUS. AND
AFPARENT CONSUMPTION, 1952-68

hY

Parcent

Imports ¢ total
Appar-  imports

Com- entcon-  of con-

Produc- pat’. sump-  sump-
tion Sales  Exports  Total tive  Other tion tion

{in millions ¢f pcunds]

1962... e ceececccamacenmnaceaeaan 188.9 178.0 1.3 6.% 3.1 3.5 184.1 3.5
1963 . 204,90 187.0 12.9 &9 5.0 3.9 2000 4.5
1964...cecccccmccmceecccacaanan 184.4 178.3 14.2 10,1 £.6 4.5 180.3 5.6
1965.... 207.2 190.0 18.7 123 6.} 6.2 200,8 6.1
1966 - 219,2 2041 1.3 13.7 6.2 7.5 215.6 6.4
1967..... R 206.2 198.6 13.8 123 6.4 6.4 205.2 6.2
1968, .. cececcceccccceenmcancccena 226.5 214.7 15.9 18.1 9.4 9.7 2.7 8.3
{Dollars in millions)

0.9 3129 $.3 $8.1 RI87 5.7

237 127 4.4 8.3 228.7 5.5

26.6 16.3 5.3 1.0 253.7 6.4

2.4 20,5 5.9 146 289.4 7.1

25.4  25.8 3.2 1.6 331.9 7.8

2.9 23.4 7.9 155 333.5 7.0

.9 337 1L0 227 381.0 8.3

1 Import data prior to 1965 are understated because of a change in the metho¢ of reparting.
Source: U.S. Departmeant of Commerce; Tariff Commission.

TABLE 5.—PIGMENTS—U.S. PRODUCTION, SALES, EXPORTS, IMPORTS BY COMPETITIVE STATUS, AND
APPARENT CONSUMPTION, 1962-68

Percent

Imports total
Appar- imports

Com- entcon-  of con-

Produc- peti- sump- sump-
tion Sales  Exports  Total tive Other tion tien

{In millions of pounds)

3 - 3n2 3.6 2.5 94 0.1 0.3 35.1 1.1
1963 39.4 33.5 2.5 .4 .2 2 3.3 1.1
1964 4.1 35.1 2.8 T .3 A 42.0 1.7
1965 48.1 38.0 4.1 .8 2 .6 4.3 1.8
3 = 51.1 433 4.7 1.0 .2 .8 46.5 2.2
1967 - . 53.3 42.9 56 1.5 A 1.1 43,2 3.0
1988, creeiecnncannanan erecnanxman 83.7 45,8 7.3 2.0 5 15 43.4 41
[Doliars in millions]
1962, amccicmcacaccccamernesanncmnm—naanann $74,5 $5.7  $L1  s0.4 307 $69.7 1.5
1963...cnceeen - 79.6 5.9 .6 .2 4 74.3 R
1964 . 8.1 6.7 1.1 .2 .9 18.6 1.4
1965 93.6 8.n 1.5 .3 1.2 87.2 1.7
3 102.6 9.3 1.7 A 1.5 100.0 1.7
1967 . 103.4 10.0 2.9 W 2.2 101.3 2.9
1968 119.9 13.0 4.3 i 3.6 1112 39

! Impott data prior %o 1965 understated bacause of a chauge ia the reporting method.
Source: U.S, Department of Commerce; Tariffi Commission.
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TABLE 6,—~MEDICINALS—PRODUCTION, SALES, EXPORTS, IMPORTS BY COMPETITIVE STATUS AND APPARENT

CONSUMPTION, 1962-68
Percent
imports 3 imports
appar-
Com- Apparent ent con-,
Prodyc- peti- consump-  sump-

tion Sales Exportst Total tive Other tion tion

fin millions of puunds]

1962 2.7 30 25 0.5 creeemeeeacae

1963 78,0 3.0 25 S,

1964 79.6 3.1 2.7 AL

1965 - 8.7 3.4 2.3 6.

1966 - 92.9 4.7 3.9 8.

1967 9.7 4.6 3.6 1.0 ...

1968 —e- 95.4 4.1 5.3 0.8 meccmcmenanaes
$75.0 $8.8 $3.0 $5.83 $175.8 5.0
70.0 10.) 3.5 6.6 2113 4.3
72.6 9.8 .0 6.8 218.8 4.3
9.6 126 3.4 9.2 145,2 8.7
8L3 109 4.1 6.3 189.4 5.5
93.2 119 5.4 6.5 184 6.5
107.4 1.7 4.8 6.9 200.6 8

t Estimated.

2 |mport data prior to 1965 are undcrstated because of a change in the method of reporting.

3Sales data prior to 1965 not strictly comparable witn i2ter data due to the exclusion of finished benzenoid medwinal
preparations affer that year,

Source: Exports, U.S, Departmant of Commerce; all other, U.S. Tariff Commission,

TABLE 7.—OTHER BENZENOID PRODUCTS 1—U.S. SHIPMENTS, EXPORTS, IMPORTS, AND APPARENT CONSUMPTION,
1962-68

{Dollars in millions)

Percant

{mports 3 Appar-  total

ent imports

Shi B Cor::_- con- of con-
ip- - i sump- sump-
menis? ports?  Total pt.ive Other tiopn tion

1962...occ... $L26 () MO0 RI SL1 (0 0
1963 L35 () 43 38 L1 (9 9
1964 W] DR 9
1955 : Ls2 23 W08 72 37§13 0.
1966 L7728 184 19 65 L5 1.2
197 2,4 316 161 103 58 1,74 .9
1568 21 35 187 89 93 L4610

;gﬂrﬁ% dni benzenoid pioducts subject to ASP except dyes, azoics, pigments, medicinals, and intermediates.
3 npert dala prior to 1965 are not stric ly comparable with data after that date due to a chanze in the method of

reporting.
4 Not avsilabl
Source: Turiff Commission; Department of Commerce.
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TABLE 12.—ANNUAL PLANT AND EQUIPMENT EXPENDITURES ABROAD BY U.S. MANUFACTURING COMPANIES
ALL MANUFACTURING AND CHEMICALS AND ALLIED PRODUCTS

[Dollars in millions}

Al Che_mials and allied products

manufacturing Percent of atl
(amount) (Amount) manufacturing

$1.347 234 17.4
1,180 261 2.1
1, 141 216 18.9
1,397 237 17.7
1,697 278 16
1,941 308 15.9
, 153 436 0.3
3,607 619 20.6
3,884 861 22.2
4,583 1,040 .7
4,525 1,210 26.7
4,175 . 208 28.9
4,874 109 22.8

1970¢.. 6,933 . 22.0

< Estimated.
Source: U.S. Department of Commerce.

TABLE 13,—ESTIMATES of PLANT and EQUIPMENT EXPENDITURES by FOREIGN AFFILIATES of U.S COMPANIES
BY AREA AND INDUSTRY, 1965-70

[Dollars in millions)

1965 1966 1967 1968 11969 1975

All aress: .
Chemicals......... wmrersuaencssvsasecenanna 861 1,040 1,210 1,208 1,109 1,525
¢ i(\,ll manufactuling.ereenas- OO 4,583 4,525 4,175 4,814 6,933
anada:
Chemicals " eesonanan 225 221 166 158 1% 244
All MEnUtaCtUting. e eanvancnnaaann ceana- 94 LI 1,001 2 2] 1,365
Latin America:
Chemicals..... . 151 143 150 1719 203 203
All manulacturing..ceeeaancancncsennaceccacan 4% 451 595 515 €23 19
Europe, total:
Chemicals weanen 21 462 637 3l 2 1,079
All manafactuting maae 1,860 2,244 2.3 2,19 3.8 4,111
Common Market;
Chomicals. . ueeuns smsannascansencasnnnmesn 47 2 2 313 293 482
All manutacturing . e LORL 1.3a 1,432 1,195 1,45 2,201
Other Europe:
Chemicals.....ccneceancennanacanncannncnnes 14 187 210 20 183 a1
All manufactuting 818 N3 H 37 1,016 1,475
Other areast
Chemicals - - 164 213 258 us 46 26
All manyfacturiag, 621 I 687 b} r7d 1,095
1 Estimated.
Sourcs: Department of Commeice.

0—70—-8
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TABLE 14.-CHEMICALS AND ALLIED PRODUCTS. SALES BY AMERICAN-OWNED ENTERPRISES ABROAD AND
EXPORTS FROM THE UNITED STATES

[Dollars in millions)

Exports '
Sales from
by U.S. the

plants  United

tbroad States Total
2,411 1,376 3,787
, 950 1,558 4,508
3,890 1,789 5,679
4,400 1,883 6,283
5,130 1,994 7,120
, 903 2,34 8,277
6, 851 2,402 9,253
, 000 2,803 11,803

1 Estimated by tha Manulacturing Chemists' Association,
Source: U.S. Department of Commerce, except 1967 sales.

TABLE 15.~RESEARCH AND DEVELOPMENT EXPENDITURES, BY INDUSTRY 1958-68
[Dollars in millions]

Chemicals .
Allindus- and allied Industrial Drugs and Other
tries products chemicals medicines chemicals

1958 8,389 792 553 128 11

1959. ... 9,618 891 600 154 137
1960, 10,509 980 666 162 152
1961 - 10,98 1,10 706 180 215
1962 . cereenn 1464 L1T5 738 155 242
1963 cememeean 12,630 1,239 309 216 214
1964 - . 13,512 1,300 876 23t 136
1965 weeeman 14,197 L3027 928 263 181
1966, : 15,548 1,481 955 kT 188
1961, 15,415  1,%9 1,004 3% 209
1963 . ceamenmemanea 11435 1,640 3,025 393 222

Source: National Science Foundation.

TABLE 16. -VALUE ADDED PER EMPLOYEE COMPARISONS CHEMICAL INDUSTRY~ALL MANUFACTURING—ALL

ACTIVITY
Value added biltions of Kumber of employees Yalue added per employee
1958 doltars (lnlhounnds; (1958 dollars)
All All All
Chemical ~ manu. Al Chemical  manu- Totsl Chemical ~ manu. Total
industry facturing  aclivity industry facluring economy industry faciuring economy
41 81,8 309.9 619 15,545 57,039 6,317 5,505 5,433
2.0 128.6 412.8 68 17,49 61,181 9,115 7,328 6,747
10.9 138.9 475.9 809 16,675 64,630 13,473 8,330 7,363
4 11.0 140.9 481.7 828 15,796 65,718 13,285 8,339 1,314
| 1:,:] PO 1L.5 140.4 497.2 828 16,326 65,246 13,838 8,600 1,5%2
L7 S 12,4 154.6 529.8 849 16,853 66,702 14,605 9,173 7,943
1963 e ccnaimnne 13.1 162.4 551.0 865 16,99 67,762 15,144 9,55 8,131
1964, ...... prnnn 14.0 173.7 581.1 879 17,214 89,305 15,927 10,05 8,385
1965.. ..... PR, 15.9 190.5 612.8 908 18,062 71,088 12,511 10,547 8,651
1966, nmeeren 1.0 205.7 652.1 958 19,214 72,835 17,745 10,706 9,014
1967 e nnns 1.4 208,5 673.1 1,000 19,447 74,322 17,383 10,619 9,050
1968, niaanc e 19.5 221, 1 702.6 1,026 19,268 25, 19,006 11,185 9,358
1969..uee-.- venan ) ® 121.5 1,y 20,121 77,9 Q] (0] 10,708
t Net available,

Source: Depattment of Commerce, Depariment of Labor.
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TABLE 19 —SELECTED ECONOMIC DATA. COMPARISONS OF CHEMICALS AND ALLIED PRODUCTS INDUSTRY
WITH ALL MANUFACTURING INDUSTRIES, 1958-69

Percent profits after taxes of—

In miliions
. - Net sales Stockholders’ equity
Shipments Shipments Net profits after taxes—
byall  of chemi- All manu- All manu- 3
manu- calsand  All manu- Chemicals  facturing Chemicals  facturing  Chemicals
facturing allied  facturing  and allied corpo-  and allied corpo-  and allied
industries products corporations  products rations t products rations t products
(billions)
1958....... $326.8 $23,174 $12,670 $1,646 4.2 7.0 8.6 1.4
1959....... 369.1 26,298 16,340 , 14 4.8 .9 10.4 5
1960....... 368.7 26, 585 15,198 2,011 4.4 7.5 9.2 3
1961....... 370.8 27,290 15,311 , 4.3 7.3 8.9 1.8
....... 397.4 29,273 17,719 2,239 4.5 7.4 9.8 12.4
1963....... 31,778 19,483 2,427 4.7 7.5 10.3 12.9
1964....... 448.0 34,261 23,211 2,857 5.2 7.9 11.6 12.4
1965....... 492.0 37,477 27,521 3,188 5.6 7.9 13.0 15.2
....... §38.5 40,797 30,937 3,474 5.6 7.8 13.4 15.1
1967....... 8.5 42,347 29,008 A 5.0 6.9 1.7 13.1
....... 603.7 46,465 37,069 3,525 5.1 6.8 1.7 13.1
1969....... 655.3 43,698 35,248 3,591 4.8 6.3 1.5 12.8

1 Data g profits and profit ratios cover al. manufacturing cosporations, except newspapers, as reported by the Federal
Trade Commission and the Securities and Exchange Commission.

Sources* Department of Commerce; Federal Trade Commission and Securities and Exchange Commission.
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PROVISIONS OF H.R. 1Lk870

Tariff Reductiow Authority

Section 201 of the Bill proposes that the President in
order to carry out a trade agreement, be authorized to reduce
U.S. import duties in effect on July 1, 1967 (final Kennedy
Round rates effective January 1, 1972), by 20 percent or by
2 percentage points {(or the ad valorem equivalent thercof).

Any tariff reductions made under this authority would be imple-
mented in two equal stages one year apart. This authority would
remain in force un%il July 1, 1973. The usual pre-negotiation
procedures of issuance of a public list, public hearings and
Tariff Commission advice to the president will continue to

apply.

The Administration has no intention of using this authority
for any major tariff negotiation, The primary purpose for re-
questing the authority is to enable the President to offer new
tariff concessions to compensate for duty increases or imposition
of restrictions as a consequence of escape clause actions. With-
out such an authority, natioc.., adversely affected by an escape
clause action would be likely to retaliate by raising duties or
imposing restrictions against U.S. exports. The authority will
enable the President to negotiate in such situations in accord-
ance with the established procedures of the GATT.

An authority to reduce, tariffs by 20 percent is requested
because that depth of reduction has been found to be a satis-
factory rate for compensation purposes. The depth of the tariff
reductior .uthority has a major impact on the number of items
that ha- to be included in a compensation package. For example,
if the Jnited States raised a rate from 20 to 40 percent on $5
million of imports, then, in accordance with the gen .-l prag-
matic practice, it would be expected to grant reductions of
50 percent on the same volume of trade in compensation. In
this case then the United States would have only a 20 percent
authority, it would have to grant reductions of 20 percent on
$12.5 million of imports, the trade volume compensating for the
lower duty qut. A tariff reduction authority of ausy 10 percent,
for example, would require compensation on $25 mlizlicn of imports.
The authority for 2 percentage points is for low duty items where
a 20 percent reductxOn would provide little or no bargaining
power. .

It is possible that the authority might be useful in limited
negotiationg on one or several products to resolve trade problems
causing difficulties for U.S. exporters. Most important in this
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regard are tariff disparity problems where two-way trade exists
in a commodity. For example, U.S. producers of poultry laying
cages, lignin pitch and concrete plock making machinery have
complained that U.S. tariffs on these products are lower than
those of Canada and have requested negotiations to reduce
Canadian teriffs to provide egual access to that market. Similar
requests have arisen regarding beryllium copper strip exports

to the U.K. and Japar, kyanite ore and diamond stylii exports

to thea U.K.

The request to authorize the tariff reduction authority
until July 1, 1973, is based on the prospect that the Com-
mission on World Trade will not complete its work until sometime
in 1971. Time will then be required to develop long-term trade
legislation which probably could not be presented to Cong:iess
before the beginning of 1972. Since Congressional consideration
of long-term trade legislation will probably be lengthy and the
legislative year shortened by the 1972 elections, it appears
desirable to extend the authority to June 30, 1973 to assure an
adequate authority for handling cases involving compensation
for escape clause actions.
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Appronriations £or GATT

Section 202 of the propused Trade A. of 1969 zmends the Trade Expansion
Act of 1962 by adding a new Section 244, which would specifically authorize
annual appropriations for the U.S. contribution to GATT.

Justification

The US contribution to the GATT has been funded out of the International
Conferences and Contingencics appropriation of the Department of State budget,
under general provisienal (annual) authority (Scction 5 of P.L. 84-885,
approved Auvgust 1, 1950).

Funds for most international organizations are appropriated pursuant
to ¢ speeific, permanent Congressiopal authorization provided for in the
form of Public Lav or Scnate consent to ratification of a treaty or con-
vention. Since the GATT has the legal status of an exccutive agreerent ..
entered into pursuant to trade agreements legislation, specific authori-
zation has not been provided in the usual manner.

As the world's largest trading nation, the US has a major stake in
supporting GATIT, which is the main forum for reducing trade barriers and
expanding world com=merce. It would be appropriate wud would permit
sounder budget management to provide the same kiu. of legislative
authorization for the GAIT as exists for US contributions to intcrnational
organizations generally, -

What the US Obtains {rom Participatring {n CALT

The General Agreement providcé the legal framcwork within which over
80 percent of the world's conmerce is conducted. The US wag one of the
prime movers in GATI's formulation after World War II as a means of
establisring a freer world trading system that would contribute to ccono-
nic growth, zounder allocation of resources, higher standards of living,
and anmicable rclations anong trading natiens., Scventy-seven countries
are now contracting parties, one is a provisional mewber, and the CAIT is
applied de facto in trade with 13 additiomal countries.

Throvgh a serics of tariff negotiations conducted under GAIT segis,
dutics on a major portien of frce vorld commerce have been significantly
reduced and bound. Lezeving of these barriers has been a major factor in
the rapid expansion of trade and econacic grouth in the past Lwo decades.
The bincings incerporated in GATT cover billions of dollars worth of ex-
ports and provide cssentfal stability to world comavrce.

The GATT alzo contains a code of fair praczices which nembers ave
legally comnittcd to apply. The very existencs of this code acts as
a deterreunt to the adeplion of restrictize or discriminatory measures
or practiccs. In the cvint of violatious or special problen situations,
however, the Aprecrent provides a freaewort for climination o the sction
or corpensation for d.. wge. As the vorld’s Jargest Liadivg nation, the



116

US has a major stake fn maintainfng the integrity of the General Agrecment
and fts prestipe as a forum for further negotiations to achieve such
{mportant US objectives as the reduitio of non-taviff barriers and the
elimination of various foreign practices fnimical to our fama exports.

The GATT Does Not Infrinece upon Conpress' Constitutional Power to
Regulate Tariffs >

The GATT, like other trade agreements entered into by the US, is
an executive agreement carried out pursuant to the zuthority constitu-
tionally delegated by the Coagress to the President under the Tariff
Act of 1930 and the Trade Agreements Act of 1934. -The CONTRACTING PARTIES
to GATT have no authority to place any new or greater obligation on the
US witliout our comsent.

Why the GATT Hie Never Deen Submitted to Congsress for Approval

Congress har by legislation given the President prior authorization
to enter into trade aprecmeats and to modify dutfco and other fmport
restrictions to carry out these trade agreements. Scction 350(a) of
the Tariff Act of 1930, as added to by the Trade Agrecements Act of 1934,
provides for the President to "enter into foreign trade agreements"
within a particular period of tine and authorized him to proclaim modi-
fications of cxisting duties and other Import restrictions or the con-
tinuance of custorms or excisc trcatrent to carry out Such agreements.
Since 1962, the gencral authority under which we have negotiated in the
GATT has been the Trade Expansion Act of 1962.

In passing such legialutisn, the Congress intended, among other
things, to relicve {ts pemters of the complen and time-consuming responsi-
bilities assorfated ulth the adjustnent of tariff duties. The language
referred to above rakes it c)ear that Cungress also intended that trade
agrecments sheuld cover trade ceoutrels other than tariffs. There i{s no
need to suhoit to Cougress a trade agreement concluded pursvant to this
prior author{zation.

CATT Efflcicney and the US Contribution

The US contributisn f2 £2al), both in terms of dollars ($571,440)
and percentass (abont 167 of 2 toral helpet of $3,0676,000). The GATIT has
been efficiontly runspzed, ant a serious cffort bhas been made tu hold
budget fncregsos to i nec siary nigizur, e.g. the 19/0 budget provides
for enly tvo rou mrefissfonal level poZiticns. The U5 has cunsistently
taken an austrre posftion or the GATT bud ct, and we arc satisfied that
this £ a veusondble aud necessary bodget.
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GATT Rudzet and U.S. Contribution

1968 - 1970
GATI Expenditure Budgp:l U.S. Contribution U.S. Percentage

" of total
1970 $3,678,900 . $571,440 16.43
1969 $3,364,500 $508,790 16.03
1968 $3,318,000 $502,750 15.91

Comparjison uith OECD and UNCTAD
1970 OECD Budgecz . $19,182,000 US Contribution $4,585,000 25.00%
1970 UNCTAD Budgcc2 $ 8,911,200 US Contributicn $2,525,600 31.57%
1970 SATT Budget $3,678,000 US Contribution ¢ 571,440 16.437%

1. Expenditure budget minus mifccllancous income and funds carried
forward equals asscssxment budget.

2. estimates
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GATT Menbership

1. Contracting partfes to the GATT(77)

2

Argentina

* Australia

.

Austria

Barbados

Belgium

Brazil

Burma

Burundi

Cameroon

Canada

Central Afvicar Repudblic
Ceylon

Chad

Chile

Congo (Brazzavillc)
Cuba

Cyprus
Czechoslovakia
Dahouwey

Denmark

Dominican Republic
Finland

France

Gabon

Gambia

Germany, Fed. Rep. of
Ghana

Crecce
Guyana
Haftf
Iceland
India
Indonesia
Ircland
Ieracl
Italy
Ivory Coast
Jamaica
Japan
Kenya
Korea
Ruwait
LuXxemburg
Madapascar
Malavs
Halaysia
Malio
Haur{tania
Hetherlands,

Kingdom of the

New Zealand
Nicaragua
Niger

Tunisia has acceded provisionally.

Nigevia, Fed. Republic of
Norvuay
Pakistan

. Peru

Poland

Portugal

Rhodesia

Rwanda

Sencgal

Sicrra Leone

South Afrfca

Spain

Sweden

Switzerland

Tanzania

Togo

Trinidad and Tobago

Turkey

Uganda

Unfted Arab Republice*

United Kingdom of Great
Britain and Northern lreland

Unfited States of America

Upper Volta

Uruguay

Yugoslavia

Countries to vhose territories the GATT has heen apolicd and which nou,

as_iundependent States, raintain o Qp 1acto application of the GATT

pending Iixa) decitior as Lo their future coceercial polfcics (13)

Ageria

Botswana

Camhodia

Congo, Dem, Rep. of
Equatorial Guineca

Lesotho

Maldive Islands

Mali
Naurit{us

Singapore
Southern Yemon
Swaziland
Zambia

UAR has conpletcd acccssion negot!atfons nnd will become a menber

within a few weeks.,
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Scale of GATT Contributions
(in US dollars)

Contractinpg Party Percentage 1969 1970
Argentina 0.68 23,800 23,650
Australia 1.91 62,530 66,430
Austria 1.09 35,230 37,910
Barbados 0.12 3,810 4,170
Belgium 3.56 112,990 123,820
Brazil 0.92 27,610 32,000
Burma 0.12 3,810 4,170
Burundi 0.12 3,810 4,170
Camecroon 0.12 3,810 4,170
Canada . 5.87 178,060 204,160
Central African Rep. 0.12 3,810 4,170
Ceylon 0,19 6,670 6,610
Chad 0.12 3,810 4,170
Chile 0.43 12,380 14,960
Congo (B) 0.12 3,810 4,170
Cuba 0.42 14,280 14,610
Cyprus 0.12 3,810 4,170
Czechoslovakia 1.55 51,740 53,910
Dahomey 0.12 3,810 4,170
Denmark 1.49 . 48,880 51,830 -
Dominican Rep. ‘0.12 3,810 4,170
Finland 0.84 28,570 29,220
France 6.54 206,310 227,460
Gabon 0.12 3,810 4,.7¢
Gambia 0.12 3,810 4,170
Germany, Fed. Rep. 10.59 336,760 368,320
Ghana 0.17 5,710 5,920
Greece 0.45 14,280 15,650
Guyana . 0.12 3,810 4,170
Haiti 0.12 3,810 4,170
Yeeland 0.12 3,810 4,170
India 1.13 39,990 39,300
Indonesia 0.35 11,740 12,180
Ireland 0.48 15,550 16,700
Isracl 0.38 11,740 13,220
Italy, 4,81 148,230 167,290
Ivory Coast 0.16 5,080 5,570
Jamaica 0.15 4,760 5,220
Japan 5.83 173,300 202,770
Kenya ) 0.15 5,080 5,220
Korea, Rep. of 0.36 8,570 12,520
Kuwait 0.47 14,920 16,350
Luxembourg 0.31 9,840 10,7€0
Madagascar 0.12 3,810 4,170
Malawi 0.12 3,810 4,170
Malaysia 0.62 20,950 21,570
Malta 0.12 3,810 4,170
Mauritania 0.12 3,810 4,170
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Netherlands 4,54 145,050 157,900
New Zealand 0.52 18,410 18,090
Nicaragua 0.12 3,810 4,170
Niger 0.12 3,810 4,170
Nigeria 0..4% 13,010 11,830
Norway 1.13 ’ 36,180 39,300
Pakistan 0.43 14,280 14,960
Peru 0.41 13,330 14,260
Poland . L4l 45,070 49,040
Portugal 0.68 22,220 23,650
Rhodesia 0.15 5,710 5,220
Rwanda 0.12 3,810 4,170
Senegal 0.12 3,810 4,170
Sierra Leone "0.12 3,810 44,170
Sauth Africa 1.23 39,670 42,780
Spain . 1.29 41,260 44,879
Swéden 2.44 79,030 84,870
Switzerland 1.96 64,110 68,170
Tanzania 0.12 4,130 4,170
Togo . 0.12 3,810 4,170
Trinidad and Tobago 0.23 7,620 8,000
Turkey 0.32 10,470 11,130
Uganda 0.12 3,810 4,170
United Kingdonm . 9,73 317,720 338,410
United States 16.43 508,790 571,440
Upper Volta 0.12 3,810 4,170
Uruguay 0.12 - 3,810 4,170
Yugoslavia 0.7¢ 24,440 26,440
Associated Goveruments:
Cambodia ' 0.12 3,810 4,170
Tunisia 0.12 3,810 4,170
United Arab Rep.* 0.38 13,650 . 13,220
3,478,000

The percentage assessed on each member is in propertien to its share
of world trade (minirmum 0.12%) in the mest recent three year perioed
for which statisties are available,

* The UAR will becosme a contracting party this year.



121

Amendment of Retaliatorv Provisions
of the Trade Expans:un Act

Section 203 of the bill proposes two amendments to section
252 of the Trade Expansion Act to strengthen the negotiating
power of the President when our trading partners are considering
proposals or have taken actions which adversely affect our export
interests. Section 252, although invoked only once in the famous
*Chicken War”, has provided the Executive Branch with a deterrent
power which has been effective in a number of instances in recent
years to prevent countries from taking actions which would
adversely affect U.S. exports. Though these cases cannot be
detailed here, it is public knowledge that the United States has
notified the EEC of its intentieon to take retaliatory action if
the latter imposes a tax on fats and oils.

The defect in the authority as it is now written, which if
removed would make it more useful, involves one word, “agricul-
tural”. At present, if a country imposes unjustifiable restric-
tions against U.S. industrial exports, the President's power is
limited. In the case of agricultural products, section 252
currently authorizes the president to impose duties or other
import restrictions to the extent he deems necessary and appro-
priate tc obtain equitable access to markets of countries imposing
or maintaining restrictions against U.S. agricultural exports.
This authority gives the president full and wide negotiating
power and leverage.

In the case of restrictions on U.S. industrial exports.
however, the Praesident #in the same circumstance can only impose
the statutory rate of duty. Thus, if a country discriminates
or imposes unreasonable restrictions against U.&. automobile
vxports, the President can raia=2 the duty to the statutory limit
of 10 percent and na higher. He can, of course, take action on
other industrial preoducts at the same time but these actions
may not resolve the problem in automobiles. Thus. the Adminis-
tration is recommending deletion of the word “agricultural* in
subsection (a)(3) of secction 252 so that the President will
have the same authority for both agricultural and industrial
products.

The sccond arendment proposed for section 252 authorizes
the President to remove benefits of our trade concessions to



countries which provide subsidies or other incentives to their
exports to third markets and thereby adversely affect U.S. ex-
ports in the same market. At pre-:nt, such subsidies and
incentives on dutiable imports into the United States can be
nullified by the countervailing duty law. However, the President
has no specific authority to act with respect to subsidies to
third markets which affect our exports. The Administration con-
siders this authoxity will be useful in maintaining fair treatment
for U.S. exports, particularly in the agricultural areca where
subsidization is practiced fairly widely by a numbecr of countries.
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Escape Clause

The escape clausc provisions ot the Trade Expansion Act
(TEA) are too rigid and generally have not worked. In only
one of the 16 cases filed for relief under the TEA has the
Tariff Cowmmission made an affirmative finding of a threat of
injury. In two other cases, the Commission was equally divided.

The Administration is therefore proposing two amendments
to ease the criteria for obtaining escape clause relief. Both
amendments are consistent with the long established concept that
relief should be available for an industry injured by imports
since our philosophy has beesi that no single person or group
should bear the brunt of a trade program undertaken in the
national interest.

The first amendment will delete the “causil relationship®
between an increase in imports and a tariff concession. 1In
considering escapec clause petitions under present law, the
Commission must first determine that an increase in imports
has occurred “as a result in major part® of tariff concessions.
0f the 16 cases investigated by the Commission, 13 failed to
nmeet this test and therefore did not qualify for the injury
test. Almost all of our tariff classifications are subject to
concessions granted in one oxr more of six multilateral tariff
negotiations dating back to 1947, and in many cases in bilateral
agreements of the mid-30's. To deny relief on the basis that a
concession granted in 1951 or 1962 is not the major cause of
imports in 1969 is inconsistent with the clear fact that in many
cases imports would be very small or nonexistent if no tariff
concessions had been made. The key issue in escape clause cases
should be whecther an industry is experiencing or threatened
with serious injury from increased imports. The cause of an
increase in imports may be relevant to the question of whether
serious injury has occurred and to the type of remedy that may
be needed. Since 2almost all products 2re subject to tariff
concessions, it no longer appears to be the initial question for
consideration of petitions.

The second amendrent propeses a clarification of the causal
relation between increased imports and injury. In the presunt
law, an increase in imports rust be “the major factor™ in causing
or threatening sexious injury. The proposed anend=ent substitutes
“prinary cause® for “major factor* because the latter has been
interpreted to mean more than 50 percent of all causes and thus
appears overly rigid. “Primary cause” means greater than any
other single cause but not greater than all other causes cockhined,
thus making the injury test more realistic and easier to meet in
sozC cases.



The rationale for using the word “primaxy” is as follows:

The term "major factor® means that an increase in imports
must be a greater cause of injury than all other causes combined.
The competitive effect of increased imports in a particular case
may be very severe, and may be the single most important cause
of an industry's plight. Yet the injury from increased imports
still might not outweigh the cumulative effect of all othex
factors. Under the current law, escape clause reliecf would
probably be denied.

Usually, the typical industry experiencing severe import
competition is beset with a number of difficulties, including
changing technology and style, competition from other products,
changes in consumer habits, and plant obsolescence to name a
tew. To require, in theory as well as in fact, that an increase
in imports be judged to account for at least 50.1 percent of
the causes of injuxy before relief can be granted is a very
rigid test and a difficult evaluation to make. A fairer and
more practicable test, and onz that is easier to make, would
be the singling out of an increase in imports as the most
imporxtant of all causes of injury but not necessarily greater
than all causes combined. Thus the term “the primary cause* for
the industry-wide escape clause test is being recommended.

Substitution of “the primary cause* for "major factor" also
raises the question of reverting to the criterion in section ?
of the Trade Agrzements Amendment Act of 1951 under which the
commission had to find that an increase in imports had con-
tributed "substantially* to injury. The word “substantial® is
not considered to be a suitable criterion for the causal rela-
tionship between imports and injury in an industry-wide petition
because it is too imprecise. Dictionaries define “substantial"
as meaning considerable, large, or strong. To Some the word
agubstantial® also connotes only scmething more than “de minimus"
and with this wide area of interpretation, it is not considered
to be 2 proper test for industry-wide tariff relief with its
broad international repercussions.
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Escape Clause Investigations under the Trade Expansion Act of 1962

Affirmative Negative
finding finding

1. Household china tableware _}j
and kitchenware X

2, Earthenware table y
and kitchen articles

3. Hatters' fur y

b, Softwood lumber 3/

5. Whisky

6. Uzbrellas and parts

T. Watches, vatch novements and parts
8. Mushrooms, prepared or preserved
9. Ice skateg and parts

10. Eyeglass frames and mcuntings

11. Barbers' cheirs

12, Broomeorn

Eo T B - S T - T - - R

13. Canned sardines

1%, Ppiencs,
Pianv parts X

15. Sheet gless, 2/
Other glass X

16. Bardbers! chairs 3/
17. Umbrellas and parts Pending

1/ Investigeation pending under section T of the Trade Agreements Extension
Act of 1951, as amended, on the date of enactment of the Trade Expansion

Act {Oct. 11, 1962), and was continued under section 201 of the TEA.
_2_/ The vote of the Commission was equally divided. The President accepted

the affircative finding as the finding of the Cormission.
_3/ The vote of the Cormission was equally divided. The President ray accept
the findings of either group as the finding of the Cammission., The Cowmmission's
report wes submitted to the President April 21, 1970. As of May 8, 1970, the
President hed not announced & decision in this case.

44-8130-70-9
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Trade Adjustment Assistance

Assistauce to firms and workers in adjusting to an injurious impact from
import competition was first provided in ihe Trade Izpaonsion Act of 1962,
Sunce the Act was passed, the Tariff Commission has received 30 petitions
for a detemination of eligibility for .assistance (10 from firms end 20
from groups of workers). An effirmative determination was not made by
the Cammission until November 1969Y on the 16th petition received. Of
the 30 petitions which have been submitted to the Commission, negative
determinations have been made on 13, the Commission divided evenly on 2
(the effect being a negative determination), affirmative determinations
have been mede on 6, 2 were withdrawn, and T are pending. As part or
escape clause decisions, firms and workers in the plano and sheet glass
industiries have been authorized by the President to apply for adjustment
assistance; several firms end groups of workers from these industries
have already applied to the Secretaries of Commerce and Zabor.

The United States nceds a more effective adjustment assistance progran
25 a companion to tariff relief to .. ~ assistance to be pinpointed
to injured firms and workers within indusiries which may on the vhole
be able to campete with imports. Adjustment assistance which is
designed to deal with problems which are essentially localized and
temporary would reduce reliance on import restrictive devices. To
make adJustment assistance more readily aveilable to firms and workers
seriously injured by imports, the Trade Expansion Act would be amended
in four major respects.

1. The Trade Act of 1969 proposes to delete the causal relationship
between an increase in imports and a teriff concession. 1n con-
sidering adjustment assistance petitions under present law, the
Commission must first determine that an increase in imporis has
occurred "as a result in major part" of tariff coacessions. Of
the cases completed by the Comenission, 13 failed to meet this test
and therefore did not qualify for the injury test; in two others,
the Comnission divided evenly and the effect was also a negative
determination. Almost all of our tariff classifications ere subject
to concessions granted in 6 multilateral teriff negotiations dating
back to 1947, and in many cases in bilateral agreements of the
mid-30's. To deny relief on the basis that a concession granied
in 1951 or 1962 is not the major cause of imports in 1970 is in-
consistent with the clear fact thal in many cases imports would
be very smell or non-existent if no tariff concesslons had been
made. The key issuc in adjustment assistence cases should be
vheiher a firm or group of workers is suffering serious injury
from increased imports, not the cause of the imports. The ceuse
of an increase in imports should no longer be the initial
question for consideration of adjustment assistance since almost
all products are subject to tariff concessions.
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The bill would change the required causal relatlonship between
injury to workers end firms end increased iwports from "major
factor" to "substantial cause." "Major factor” has been
interpreted to mean at least 51 percent of all causes whereas
"substantial cause” is intended to @z an actual and coasiderable
cause but not necessarily one tkat 1s greater than any other singic
cause. This is not as strict as 'major" and eliminates the
necessity of determining the relative aodzr of importance of any
individual cause. It is clearly the intent.icx of the Administra-
tion that adjustzent assistance be extended to Lirms and groups

of workers when needed. Such decisions invelving one or several
firms or a group of workers do not involve decisions of nation-
wvide significance. They are more criented to individual towns,
cities, cammnities, and plants. To paximize the opportunity

for firms and groups of workers to obtain adjustment assistance,
and at the some time maintain an eppropriate link to an increase
of imports as a cause of szerious injury, the Administration con-
siders that the term "substantial cause” as defined above is
clearly justified and desirable.

The proposeu bill transfers the functions of making determinations
with regerd to the existence and cav £ injury from the Texriff
Camission to the President. It is . leved that the President
will in turn delegate this zuthority to an interagency bowd. The
purpose of this transfer is to rake e clear distinction between
escape~clause end adjustment assistance findings. Escape-clause
findings impinge directly on our internationsl trade relationships
and it is therefore appropriatc for such findings to be made by a
body like the Teriff Cexrission which has bipactisan membership
and the ability to subpoens witnesses end data. Both substantively
and administratively, sdjustment agsistance cases can be handled
most efficaciously by an interagency hoard which includes Depart-
ments which are glready responsible for related doestic programs.

Fact-finding investigations will continue to be made by the
Coemission.

The bill wowld further amend the criteria for granting adjuctment
assistance to fir=s by providing that they ray apply vhen "appro-
priate subdivicions” bave suffered irport injury. Under the TFA,
vorkers in subdivisions such as plants may already apply but

firms pust demonstriete serious injury to their whole structures.
The term "appropriate subdivision" is intended to mean en estab-
lishoent in a pulti-establisioent firm which produces the domestic
article in question or a distinct part or scetiom of un estab-
lisiment which produces the arvicle.
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Fim IvLitions lor Adjustnent Asziclaices

Al'riymative Nepative
determinatiyon determination
1. Housechold china tableware X
2. Sodium gluconate X
3. Crude peilroleoum X

L. Ceramic {loor and wall tile Y
. Cergmic floor and wall tile
G.  Plywoed door shins

‘fe Barters' chuirs

8. HBarbers' chairs

®Q
Qx ><|{‘><

. Barbers' chairs 2/ .
10. Women's and misser' dress sheoer Pending

Worker Petilions Ior Adjuntment Assictanne

Affirmative Nerative
drtermination deterninaticn
1., tmegatneluscd cine - X
<. CTronzictor radios X
3. Iron ore X
L, Cotten h~cting %
5. Ceranmic mosnic Lil X
6. Sertain ceruwmd. tilea bY4 .
T. Men's woll shooo X
8. Ruttw b pipe & tubine X
Ve Pranceiccion tows ra X
10, Traborission towae X

11, Cerwesd rloor mt will tile X

1. cDunenioion Low e X
T3, ull reraled fal pic foolwear X
The itter=roled tatris toolu ar X
P, Wer oh oaed mico o drens ol feredinge
fes Woree 'y o 3ozl Vo ol e Perelinge
Y7o Wo= 0% gt mdos oY Htar schoea Pendinge
Iy Wers n'y wd rinaes bl sheod Tending:
30, Ments, yousthis', ant Loys!' solud Pending
meeenrind and cenent-procesy
oot we-uy
20, Rieyele tiroo and tubes Pending

I bBouivion with e,
2f Gomgabol fen Advid o cwvendy; We il of the L0 wele doou netativy
e Yo pmincalie .
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"Adjustment Assistance for Firms

As a result of the February escape clavse actions on upriglc pianos
and shret glass, firms in those industries have been authorized to
request the Sccretary of Commerce for certification of eligibility

to apply for adjustiment assistance. Scveral firms in these industries
have contacted the Departmen. of Commerce and arc receiving advice on
application procedure. and requirements and one firm has submitted a
formal application. 1In addition, one petition by an individual firm
for a determination of eligibility to apply for adjustment assistance
{s currently pending before the Tariff Commission.

Under section 302(u)(2) of the Trade Expansfon Act of 1962 the President
may provide, with respect to an industry on which an affirmative escape
clause finding has been made by the Tariff Commission, that its firms

may request the Sccretary of Commerce for certifications of eligibility
to apply for adjustment assistance. In such cases, the Secretary is
required to certify as eligible to apply, any firm which has shown

to the satisfaction of the Seeretary rhat increased imports have causad
serious injury or threat thereof to ..uch firm. If an affirmative finding
{s made by the Taviff Commission on "he application of an fndividual

firm for adjustment assistance, the Secretary of Commerce under authority
delegated by the President may cer'ify the firm cligible to apply for such
assistance.

A firm certified eligible to spply for adjustment assistance may within
two years of the date of certification file an application for adjustment
assistance and must submit its adjustment propusal giving details of the
firm's plan to usc the assistance requested. The propossl may be accepted
if it {s found: (1) to be reasonably calculated to contribure malerially
to the economic adjustment of the firm, (2) to give adequate consideration
to the intevests of the workers of such firm, and (3) to demonstrate

that the firm will meke all reasonable efforts to use fts own resources
for econozic development.

Upon certification of a firm's adjustment proposal, the Secretary is
required to refer cach certified proposal to the agency or agencies

that he deternines to be the appropriate ones to render the necessary
assistarce. 1f such agencies are unable to provide technical or financial
assistance, the Department of Comserce may furnish such assistance.

Three types of assistance -- technical, financial, and tax assistance --
are authorized.

Technical assistance may be provided ir preparing a sound adjustment
proposal and it may be provided under the certified proposal i{f it
will moterially contribute to the economic adjustment of the firm. Ia
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approving technlcal assistaence, the Secretary may require the recipient
firm to share the cost to the extent he deems appropriate.

Financial assistance may be provided in maturitles up to 25 years in the
fora of | guqrantces s of loans, egreement for deferred participations in
loans, or direct loans. To the maximum extent possible, financial
assistance {s to be provided through agencies furnishing such assistance
under other laws. No financial as;istance mgy be provided unless it is
determined that it 18 not otherwise avaflable on rcasonable terms from
sources other than the U.S. Government. There must also be reasonable
assurance of the firm's gbllity to repay the loan. The Secretary may
require security for any financial assistance if he deems it appropriate
Any loan or deferred participation under the prugrem must be at an interest
rate not less than the greater of 4 percent or a rate determined by the
Secretary of the Treasury taking into consideration the current average
market yields on outstanding interest-bearing marketable public debt
obligations of the United States of maturities comparable to those of
loans made under the adjustment assistance program.

Financial assistance may be provided for acquisftion, construction,
instellation, modernization, development, conversion, or expansion of
land, plant, bufldings, cquipmant, €acilitiee, or mechinery or, in
exceptional cases, to supply working capital.

Tax_as;istance may be given in the form of two additional years to

cargy back a net operating loss beyond the three years available to all
businesses under the Internal Revenue Code. A firm incurring a loss may
therefore deduct the loss from taxable income reccived {n the previous
five years in which net profits were earned and recefve a refund for the
amount of the differences between the tex actually paid and the amount
tha% would have been pafd on the reduced taxsble income. Firms that
would benefit from the two additfonal carryback ycars would be, for
example, those whose profits in the preceding three years did not equal
or exceed the loss in the current year but who did have profits in the
fourth and fifth preceding years. A firm must apply for tax assistance
within 24 months z2{ter the close of the taxable year in which it has
sustained the net operating loss it wishes to carryback. The Secretary
of Comaerce mast determiae that the alleged loss arose predominantly
frum the carrying or of a trade or business which was found te be
seriously Injured as a result of increas:d imports. The Secretary must
also determine that the tan as.istance will raterinlly contribute to

the cconomic adjustment of the firm and that the proceeds will be used
for purposes approved in the certifiec «djustmunt proposal.

The anticipated budgetery requirements for adjustment assistance dutfng
FY 71 are $i2.6 million.
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AdJustment Assistance for Workers

1. Trade Expansion Act Reguirements

To obtain adjustment assistance under ithe Trade Expansior Act of 1962,
in the case of a firm or group of workers, it must be determined that
increased imporis were the major factor causing their serious irjury
(for workers, unemployment or underemployment) and that the increascd
imports were caused, sgain in manjor part, by tariff concessions. The
Tariff Commission is responsible for determining whether these criter:a
are met. In the ecvent of a favorable finding, the Department of labor
has the responsibility for administering the assistance vrogram for
workers.

The Department of lsbor is respoasible for issulng certifications which
enable State Eoploymeut 3ecurity aspgencles {actling as agents of the
Depertment in administering the program) to decide whether a particular
individual is eliglble for trade adjustment assistancz. The Depart-
ment's certification is intended to fusure that essistance is given

to the workers of tne group who were dislocated as & resultl of the
specified increase in imports and that assistance is not given to
workers dislocated for other reasons.

Operation of Ad usiment Assistance Under the Trade Fxpansion Act of 1962

Since 1962, the Tariff Commission hus instituted investigations of 20
petitions for adjustment asaistance filed by gooups of workers. Fuvoruble
determinations were made in 6 cases, negative determinations were mvle

in T cases, one petition was withdrawn during the course of the investi-
gation and 6 cases were pending determination as of ey 1, 1970. The
Department. of Labor has issued certifications covering approximately
850-1,000 workers und, as of May 1, individuals have received over

$500 thousand in cash benefits.

In addition, one group of worker:s in the sheet glasa industry and one
in the plano industry have applied directly to the Jecretary of Iabor
for certification under the terms of the President's action in March
1970 with renpect to the “escape clnuse" petition for the industry.

Benefits Available Lo slorkers

In order to be cligitle for adjustre.t assistence, an individucl worker
must apply to the local BEmwployment Securlty Agency office and be found
to: - .
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a. be a member of the group specified in the certification;

b. have become unemployed ¢+ underemployed aftexr the impact
date set in the certification;

¢. meet the normal State requirewents with regard to availa-
bility for work;

d. have been gainfully e.aployed for at least half of the three
years immediately preceding his layoffs; and

e. have becn employed for at least half of the year preceding
layoff in a firm found to have been affected by increased.
imports.

Eligible individuals receive:

1.

2.

Full access to State agency services with regard to counseling,
testing, job referral and training progrems. When travel to or
temporary residence at training locations is required, the
adjustient acsistance programs provides both travel funds and
subsistence allowances.

Cash readjustment allowanzes in place of unemployment insurance.
The allowance is equal to 65 percent of the worker's average
weekly wage, or to 65 percent of the nationsl average weekly
voge in manufacturing, vhichever is lesc ($85 is the maximum,
effective April 1970). Allowances are reduced by 50 percent

of vhat a vorker may receive for wvork performed during a given
week, and the total of earned incoze end adjustment ellowances
may not exceed 75 percent of the worker's average weekly wuage.

Duration of readjustment allowances is normally limited to 52
veeks, but up to 26 additional wveeks may be allowed to complete
approved training courses and up to 13 additional vecks is paid
vorkers vho were over 60 when originally ceparated. The 52
weeks of allowances need not be used at one time but can be
spread over several years.

Cash relocation allowanccs covering bacic moving expences and a
cash lump sun payment equivnlent to two and a half times the
average weckly manufacturing wage are available. A totally
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unemployed worker who is the heed of & femlly mny receive such
paymentc wher there is no sui' ble job for him in hic own areca
and a suiteble Jjob hns been found for him, or he has located one
himself in another city. The worker must, of course, be willing
to move.

Proposed Changes in labor Department Procedures

The Labor Department is implementing programs to improve ways to pro-
vide tradc-dislocated workers with the help they need to re-establish
themselves in the econarmy. The gosd is not merely to provide cash
benefits but to assist the workers to return to stable jobs that offer
prospects for advancenent.,

An "early warning" cystem has been proposed to provide an glert about
industries from vhich applications for assistnnce are rmost likely to
cone. This vould permit edvance planning and preparation for all

phases of the assisiance progranm rnd expedite the adjustzment prozess.

The Department is a8lso devising better ways to provide displazzd work~rs
vith o wider renge of traiaing amd Job opportunitics ifudividually
tailored to their specific necedsn. An adjusiment team ceuposed of
representatives of the employment service, the cuployer, ard the
workers would be an integral Zactor in implermenting this.

Private enterprisce will be encouraged to lend ita talents and cnerpgles
to advance planning and relocating or retraininz displaced workers.

Anticipated Oizelond and Cosbs

@an the basis of worhers' casesn zlready certified and those which can bo
clearly anticiputed, it s expected that the Labor Dupartment tudiet for
thic program will be about 2. 12{llioa for the remainder of BY lyju nvd
about $43 million in FY lyTl. “The budget will include payca.t of casn
readJustizent. allosnnces, training couti and relosation expetses for
approximately 18,000 vorzers frem -85 plunta. Thete estinates ure
based primarily oa sctusl or imainent distocation. in the steel, 100L-
wear, piano ard glass industric.. IL iu recopnized that the potentind
for additionnl) petitions fur assistanze exasts in thena and other
inductrics. Ther¢ have, for exmple, been direct indications that
petitions can bo expected fram the suto and eleetroaicr induntries.
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The Cormission on International
Trade and I« estment Policy

In his Noverber 18, 1969 message to the Congress on the trade bill,
President Nixon declared his intention to appoint a Cormissfon to "ex-
amine the entire range of our trade and related policies, to analyze
the problems we are likely to face in the 1970's, and to prepare recom-
mendations on what we would do about them,” The Commicsion will be em-
powered to call upon the Tariff Cosmission and agencies of the Executive
Branch for advi.e, support and assistance but "its recommendations will
be 1its own.”

In his February 1970 rcport to the Congress on U,S. Foreign Policy
for the 1970's, the President restated his intention to establish a
Comaission on International Trade and Investment Policy to help develop
approaches to the '"new challenges for U.S. trade policy" as follows:

~-Trade and Investment: Foreign investment, symbolized by the
multinational corporation, has become inureasingly important in
relation to the flows of goods which have been the focus of tra-
ditional trade policy, We rmust explore more fully the relation-
ship between our trade and foreign investment policies.

-~Trade Adjustment: We must learn how better to adjust our own
economy to the dynamic forces of world trade, so that we can pursue
our objective of freer trade without unaceeptable domactic disrup-
tion,

--East-West Trade: We look forward ¢o the time when our relations
with the Comaunist countries will have improved to the point vhere
trade relations can increase between us.

--The Eurepean Community: We will wateh with great interest the
developing relations between the European Cozsunity and other
nations, some of which have applied f{or wmerbership. The Cozsunity's
trade policfes will be of increasing importance to our own trade
policy in the years ahead,

The térms of reference and prospective membership of the Commissien
are now und:r consideration in the White House and a decisfon is expected
soon,
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FOR IMMEDIATE RELEASE APRIL 7, 1970

Cffice of the White Housc Press Secretary

------------------------- L R e L L L L L L L L L L L T N A N

THE WHITE HOUSE

The President today announced the appeintment of Albert L. Williams of
Armonk, New York, as Chairman of the President's Commission on
Internationzl Trade and Investment Policy.

Williams, 59, has been Chairman of the Executive Committee of the Board
of Directors of International Business Machines Corporation since 1966.

The President announcod his intention to appoint this Commission in his
November 18 Trade Message to Congress, in which he submitted his first
trade bill to provide a necessary beginning in this fiell. At that time, he
reaffirmed his belief in the principle of {reer trade but noted that the

world trading situation had changed dramatically and that U.S. trade policy
could therefore no longer be viewed in the traditional manner of simply
choosing between free trade and protectionism. He has, therefore, charged
the Commission to examine the whole range of U.S. trade and related policies,
and to recommend any needed changes in them to meet the challenges and
problems of the 1970's,

Yilliams attended Bt,cklcy College (W. Va.) from 1928-1930. He then
became an accountant fur the Commonwealth of Pennsylvania and joined
IBM as a stident sales representative in 1936, He became a sales
representative tn 1937 and comptroller of the corporation in 1942, V illiams
became treasurer in 1947 and a vice president in 1948, In 1951 he became

2 Director of IBM and served as Executive Vice President from 1934 until
1961 when he was made President, the position he held prior to assuming
his present title.
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Agricultural Exports Shipped under PL-UE0 Progrems, 1968

Country

Mill2on dollars

Cormodity

Million dollars

Totalesercoancnnn

IndiBesesosracscseenes
Vict~Naz, Rep. of....s
Pakistan,cecescceennes
Korea, Rep. ofccvaaves
IndonesiBeciesanancses
HOrott0eeeseesscansnes
Brazileceasecescnannen
b 23 &:T5 AU AN
TaiWaNeeeoesnsscssanee
LA S5 £ T
ChilCueeeorcnonncannns
R other (incd.

unallocated)esvseons

1,277

3k2
o
99
99
90
L5
LY
35
2%
25
2%

208

Totalevesesnonas

Wheat.veeeens
IR 15 T T
Cotioneeveseesiansans
Soybzan Odl.eeenevens
JWheat flourcecscseans
Dry midlKeeeeooenaones
Crain serghimSeeceass
TODBLCOs vansesosascne
[ 419} v + VRN e
ALY Othereseascsanesne

seeses

1,ATT

SOURCE: Department of

Cozmerce
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U.S, Trade wilh Major Regions, 1960 and 1984-69

(values in nillieni of dnllars)

Percent
change
Area 1960 1964 1965 1966 1967 1968 1969 froa
1960 to
1969
Exvorts, total...... 20,608 26,650 27,530 30,430 31,622 34,635 37,988 + &
Developed countries, . .

L S . 13,281 17,343 18,366 20,120 21,h67 23,600 26,k58 + 99
Cantda. ceeucerssnarsanenes . 3,812 Lg21 5,658 6,619 71,1712 8,012 9,138 4+ 1%0
WesLern BUrODlesesesaronsse 7,229 9,222 9,257 9,81 10,187 11,132 12,370 + TL

EECeuuecresenasen ceeeses 3,992 5,309 5,256 5,529 5,667 6,127 6,98 + 15
EFTAuesearncanonnenoons . 2,509 2,873 2,906 3,209 3,395 3,877 L4,00 4+ 59
Uniled Kingdome.ssees ,k92 1,60 1,643 1,78 2,000 2,289 2,335 + ST
Japar.eeees Ceeeisaerene eees Lk52 2,008 2,088 2,310 2,699 2,554 3,490 + 10
Ausiralia, New Zealand,
and South Afrien..... 789 1,181 1,368 1,18. 1,%09 L,kh2 1,k60 + 85
Developing counteies, . .

10t810 tierancernaassaes 7,232 8,967 9,023 10,112 9,960 10,821 11,281 + 58

19 Jatin American Republies 3,351 3,832 3,788 4,2 L,32% 4,699 4,860 + US
CACHu e rvennnencronsnnns 216 322 3y 36% 357 366 353 % 63

TAFDAcciecrersaoanons ves 2,918 3,757 3,22k 3,623 3,509 L,050 4,203 + k1
Other Western Iemisphere... 523 %60 486 53T 56k 640 0T + 35
Near Easheresreresssanacans 683 971 989 1,112 950 1,09k 1,3+ 97
Eact end South Asffeecesses 2,207 3,092 3,100 3,ik7 3,557 3,582 3,498 + 58
ALTSCRe s taviirarsstananeen 354 586 633 758 690 765 818 +131

Comrnunist 2reaS.iuccass 9% 3%o %0 198 195 215 2y + 28
' General imnorts,
lotal...... ceentene 15,073 18,749 21,h29 25,618 26,8% 33,276 36,052 + 139
Tevelor:i countries,
8,973 11,924 1h,10L 17,622 18,693 24,130 26,k€5 4195
3,173 b,255 4,858 6,152 T,1h0 5,005 10,390 + 227
4,188 5,209 6,155 1,679 8,052 10,137 10,1%0 + k2
2,26 2,829 3,322 4,125 h,kichk 5,885 5,80 +196
1,66L 2,029 2,L3L 3,050 2,975 3,948 3,655 +120
993  L,ah3  L,L05 1,786 1,71 2,058 2,121 + 11k
1,9 1,768 2,k 2,963 2,999 h,05% L.888 4325
Australia, lew Zealand,
ond South ACCICaeserreenn. W63 682 615 839 €03 931 1,47 43
Developing countries,

total.i.an.. Ceerieeiane $,997 6,71 AT 7,795 T,709 8,86 9,317 + 5%

19 Laztin Azcclean Popudlics 3,198 3,558 3,703 L,003 3,618 4,208 W, 2l + 3R

[o77+} ] P 183 239 | 283 308 302 /3 68+ 30L
2,853 3,127 3,009 3,MBL 3,38k 3,685 3,57 4+ &5

OLbar 93 6e7 695 3h 9. 855 951 <+ 20
Mnar Paste..... 3 359 392 403 328 388 383 <+ L1
Ezst and South Asi o 1,865 1,509 1,135 1,925 2.0k 2,k99 3,000 &3O
J S e 395 651 635 713 665 834 %+ 93
Co ™ITL “TiitBaranaons & 103 1S 183 180 200 198 13
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Trade with Major Reglenz, 190 and 195%-09

(Valurs fe nidli. = of 2edlnrs)

x

hrea 16460 1954 1955 1945 2957 1968 1959
Trads balavre, total 45,538 47,901 46,100 +%,810  4h,733 13,10 41,936
Ievelord countries, *
LO%AYeecerennararannnas 45,308 5,419 4,265 20,888 2W7h - 530 -
CantdE.cesnscasnaneraasans + 633 4+ 8655 4+ BOO + 52T 4+ 2> - 033 1,052
Western Fumapeeceicncesase 43,001 44,013 43,200 22,000 42,135 4+ 993 42,230
B eacennnsnnronannnsnse 3,700 42,4680 4,935  H,E00 41,203 + 242 4,10
B Acreensnncooncacaenss + S8 &+ B S K75+ 59 o+ %20 + 39+ 37h
Unfted Kirgdcseeeesne + k92 ¢ 457 + 238 - h % 200 4+ 231 + 21
JBPAecuvannvansacannesesss + 303 4+ 250 = 330 - 593 ~ 300 =3,100 1,398
Auzliralia, New Zealasl,
ant South AYritBeceaesaaes + 326 2 WGE + 693 4+ T+ 606 + 1+ W13
Developiry euntsles,
100 e enenansneeennnnae HL,13% 43,006 43,850 40,307 42,050 41,935 41,9%
19 Iatin A~erfoun RBepoblizs 4 193 + 274 + 8 + WE 4+ 46 + B+ 65
CAZMuiiseuravaecennnsnss + 33 4+ 83 + 58 2+ 53 4+ 55 4+ 23 - 15
WP A ciernscssaesanseas + 125 + 230 « 5§ 4 22 4+ 1Y + 3w+ 66
Gther ¥eatern Nepleflercai. = 210 - 167 - 210 = 19T - 190 =~ 215 =~ 2%
NeBr Fadluauecesasancennsae * 330 & 66 2 59T 4+ 09 0+ 650 4+ TS+ 90)
Fast ard South Asinc.eaae.. b G0 43,983 83,36% 41,500 41,503 41,093 4 ke8
ALidCRecssssnanconscanns oo = B = €5 - P & BS ¥ P& o 69 +
Commmnffl ArehSuracanaes 4+ 23 + %Y = 1L 4+ 15 4+ 15 + 15 + 51

4-030-30-10
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- U.S. Trade vith Ganada, by Major Products
1965 and 1969

Millions of dvollars:)

Cemaodity 1965 1969
EXports, t0talececsesecscososessssssncses 5,653 9,138
Domestic exports, excluding "special category" 5.499 8,5%3
Agriculture] cormodities, tolal....eeescecnsconcses — 620 _&7_!:_5
Crains and preparationS..iceeececscscassccssccons 148 150
Fruits, nuts, and vegetableS.eececcoscenscsocens 185 222
Other agricultural cormoditiesiveceivencscscanas 287 338
Nonagricultural commodities, totalieeeverecocaceses 46,879 8,233
C0al aNd COKCievressevenrossccrcscssnccsnssncsane 154 160
Chemicals.iuueeesinnnsessscecscnoceassssassonane 382 510
Iron and steel-mill productS.eesecececcsscscesas 197 282
MeLal MANUEACLULCS . caneersnorcnsncanacesannnnens 194 251
Engines and other pouer generating machineryh... 172 178
Tractors and parts; agricultural rmachinery...... 330 305
Electronic computers and office machines........ 7 177
“Other nonclectrical machineryi.ieeeecreieceacees 737 983
Elcetrical opparatusSiceeecieccscssccscoensasanes 343 543
Trucks, buses, and chassisS.iceeececcecrosoncansne 45 250
PASSENEEr CATSeeesssecsassesnncsasncnsencssencee 114 749
Automotive parts, including engines..veceecesees 700 1,783
Afrcraft parts and cemmercial afreraftec.iocieess 57 217
Professional, scientific, and controlling
InStruUmEnLS oeecescssnecssoarcsrsssascenssocsss 114 177
Other nonagricultural comtoditinS.ivivacenensess 1,263 1,668
Reexports and “special category" exporfSecicscecees 159 195
General frports, tofaleiieessececsecesees 4,858 10,390
Foods, feeds, and beverages, totaliieeiicecscsosase 468 513
Industrial supplies and materials, total........... 3,373 4,739
Crude petroleud.cieeceeecsusncscncaannnasasonas 276 520
Natural 828 .eceiecccansvascnstcconnsaccosnsncas 97 187
HOOd PUlPusecsssnsoncrsescestassonsssavassscnnsse 36) 482
Newsprintoiceecossacassanceuecsaseqennsssnnsasee 762 904
Industrial chenicals.i.ieieiecacecesnnnenscnansas 57 75
Fer il nCrsecaacnneseoncacasnnenstesnctanannanss 102 142
LUn bl esieeseecraasssescsasssssansssnsacannnes 344 574
IrON OY@uevescsccscsenvacssasescacdasssnssnscnns 264 220
Irvon and Stewlecesessnccccteccsascnenncsasasncas 105 183
Nonferrous ores and relals,ineecsssasssnascasnns 528 748
Capital goods, incliling trushs and budes, tetal.,, 4co 1,389
Eleetrical machin ryeieiiiiioienscensnsacscaseanns 67 154
Noneloctrical fndustrisl =ichinery and corpenonts 108 222
Farn tractors and mxchinery, acd parts..c.ocees.. 159 200
Trucks, buscs, ard zpacial purpuse wvebieles..... 24 650
Consuwr gands, including guterebiies and porty total 304 3,023
PASSERIOT CAfSeenesennasseassoranosnersasassnnes &4 1,828
Autc ot Ive PaIrlS i ucscesescassncnsncerncsesvanas 139 9%
Othey IrnOTlS.ueececsaacscnascosssscsscsssansnsancs 322 NS

$Exclutos autesolive pacts.

? Cormdity data as adjusted by the Oftffce of Puziness Feonemics,
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U.S. Trade with the European Foonsaic Comaunity

by Major Producle, 1965 and 1949

(Millions of dollars)

Cumodity

1965

. Bxports, tolalieieiiiienisnneieiieiininens

Domcstic exporis, excluding *rosgiad catezory®.
Agricultural comnedizies, izl cieiieedhiiiiinnanas
ANima) £CCAS e veseaserotscnssssnsssassosonsensne
Unmanufactured tobaceneieeeieeesecirenravancnns
SO CANS e evenesveesasscnsresconsesstnscstasovanne
Other agricultural commoditics.ceviiecescncanaens
Nonugricultural cimmedities, total...iiivesiinanaass
Fetal ores and SCrapP.cesescecestcacseerssscencans
CORLe  ~xessastnansssseenssscanntncssasassatosccasn
Chemicalieeeneceeeeneaascssnsncessanacasnacasacae
Iron and steol-mil! produsiS.c.cieeacecentsaccens
Copper and AlUnIliMceecensenaasnscsanvasasananss
Engines and ollir powor generating machincsy.....
Electronic computers and partficieeeesercessnecen,
Pamer and manefastiresS.cceeiececasiiasascesntosas
Other nonelestrice) machinery.csieceicnsieconaans
Electrical apparatllSecececsaercsssioassnssconcans
Adrceraft pa~ts and ~dmercial adreraftoiiceene...
Professional, selientific, and wontrolling
instrmcnt.......................................
Other nonagricultural cormoditi2@eiicsceiccanienas
Recxports and "spoclal category™ eporisciceiecienes

General irports, tolal.icvenceiecescocnannen

Foods, feeds, and beverages, 1otadi.evseteancsoannns
widsky and ctler alecholic boverag.Sevieienncens.
Indusirial supplies and materials, toral...cseecenas
Fabrics and telne . cisierecneceaccsnanencasananes
Industrial ehomica)s.iiaciencnanecs nsencetnannns
Iron and SeCleesiiaciseneencisacsanssecncannnnns
Finished metel and advanerd metal ruviufastures...
Capital goods, including trucks and buses, total....
Elcctirical mashineryiocecieesnnsesssnosscacssanans
Roneleetrizal indu: trial rmachinery and componcnts
Business mathines and coRpuierd..acaicersencencaes

Consurr gotds, ineluding aulomobliles and parts, total

Pas s en ey CaAlSeraceceientescnacosacncnrontanscns
Automotive parts and enginclaiiicseiecincvadinnes
Wearing appartleccccaciecensnccesascasssanensonns
B LR T o
Other soncuner duUrableS.ceccvasscacacsscansceanns
OLhar Jnportfeicieiiacseenaniecstinccesatcanassanans

8,256

b, 212
1,472
32
139
105
226
76
588
3,433
77
201
555
]
139
132
83

y2S
568
36
219

106
NG

b

13,322

ICommadity data u= adjusted by the Officc of Business F..onomﬂs.

SOURCE: Departizant of Cozserce
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IS, Trude with the Fedoead Bop 200 of Grmoory Uy Mager Proeducls, 1955 and 1969

: {514 of doViury)

[P

Corwo dity 1965 1969

I
o
3
N
%
=]
[e.)

Erporto, £olrdeceeerecnsennnscscanasnnns 1

Poreulie errocte, ve2d . 3irs Mo ) eobes ceyt 1,437 1,940

Apriculturad o modiani, 1ot i ii e e, h3h 393

O et veusuaosssesnervnsornnassaseanasnanonsssten P 36
77 ST GPL L KT T R T el 90
Oy Ul s s avesnnsnnanaensecasoassascennnassnonas 16 76
L T 20
Othor pperde db.r ) oo o i e vrncsecncnssonans 2)8 186
Ronerbeulfuend o L 03I, toludeiiiieiiiiiesanens 1,053 2,507
Ores and © bl O eresactcaennnensanscssannacas 2t 13
L ] 36
L0 8 B B P 177 X717
Paper on0d ratul 2l Al it i riiesenansosasnscnsesne 3t 93
TTQYYUTS Lo %) fet svenecatnanscnosraanonnasocnne »5 108
Blnotronin 20rnbe i vl I et eennonce cnnnsse 34 120
[+ 1203 30 Xt PR B e R PN 206 252
Bt o) 4 L i i ievstenecenntnnsnnsnsnsonas 93 163
Afrecab gl w03 comz 2 A5 arat M et iii i e e 129
(VIR S KT A s LAWERE LTS LTI N 316 L6
Reexports ard "spealn) oty eni U i iiiieaa.. it2 178
Gere rad deropty, '.Ut_ﬂ....;-;-..-..--.- 1,3"1 ;'z,i)}_
Fools, feela, wnd b i poone W0, (Liiienninanannsae 7 by
Industriad suz el Nt £00)0, botideieiienenns 8 £14
Fanemade PRV it ird i e ievnnencesosscnnoann 16 L2

e PLEAR L5 B FIF T FT 6h 1ho
Irao and (leed i iiiiiieiieceasntacescenansen 13 230
Capita) gorte, In®y Wlrg %y 2, a0 d v o tUtil, L., 28y 553

e o D) L i o 32 3
HPESH IEELYS S B SRS 1) ST ERTS: IRUPRS P 171 3G
Cont .o ,ooto, Be<Tuade o f Y ENL g by, W) (34 1,206
D B 34 LYD)
LAARA LR SO 2 L IRLE T R SN i 1
L I T s B I T i3 oy
OLEOr I i eniseienaiansncannsgonsenscnnannsnnesns bx) 85

SCUKLE:  Dperte ar of G otee
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U.8. Trade with Japan by MQ}or Prod
1965 and 1969

ucts

(Millions of dollar;)

Commodity 1965 1969
Exports, total..cesescosnceessscancrnseee 2,084 3,490
Domestic exports, excluding “special catepory”" 2,045 3,427
Agricultural comnoditics, totaliceecssesocavcnnncan 816 934
Wheat, coeereesaseanssnntssosencncsscassssasssnss 109 119
Corn....n...............n................u... 138 191
Crain SOrfhuUMS.cceveenactssscsscsscsssscosessccs 70 87
SOYDCANS e eveeasssossssncsassscsssassssveesoscene 153 200
COLLON ssssanvocaovrosnssenosccnsssavecssssnossss 127 55
Other agricultural commoditieS..vvieconecncannes 279 282
Nonagricultural commodities, total....ciiuseceenees 1,169 2,493
LOBSeaeaetsesossassssncsssscesosonsssssnnsesnnas 68 246
YMetal ores and SCTAP..scvecscescscesnsccsscancns 135 214
coaloolooQoo.albo.'QOQo‘oci.o.o.o\oon..oo.octct. 77 2&[0
ChemicalSeseaeeseccscnscessocsnscserostosssonces 148 304
Nonferrous metalS.eiescessecccoscasacrsoososanes k3 | 100
Electronic computers and partS.veeccesssccscceas 31 91
Other nonelcetric machinery.eeesaceseessssancens 200 391
Electric2]l apparatuSeisescessvesssnscocssesansacas 71 162
Afxcraft parts and commercial afrerafticeveccees 97 141
Other nonagricultuial commoditics.ieeeroencnnnes 311 600
Reexports and “special category” eXportS.iiescecess 39 63
General fmnorts, total ieeeeecccasescoane l‘12.1011- 4,888
Foods, feeds, and beverages, total.iiieverescescses 93 137,
Industrial supplics and materials, total...ievcuan.s 012 1.549,
Fabrics and twinCesssuecesernsoscosscssccecscnns 166 217
Industrial chemfcalsiuieevecesnasnseascenssnncnes 32 87
Building materials, other than netalsie.eeessses 91 120
Iron and steeli iiiiseeccsnscnosossanrnrssecannn 531 836
Capital goods, fncluding trucks and buscs, total.., 171 613
Electrical machinery.iueisceserssncercsnssseranss 88 223
Nonelectrical industrlial =machinery and components 4] 209
Business machines and CotpuluIfieeesesesseononnn 5 3
Consuner goods, including antomi%hiles and parts,total ) 106 2,523
PASSENECTY CAYSucuaaesnsosasseesosnsssnssessanass 25 303
Automotive parts and CnEiNES.saeeconcccccacnssan 7 120
Apparel ; textile houseliold geodSiviiinianivnonns 159 208
leather and rubbor feotuear and related goeds.. 63 116
Metal coohuware, cutlery, and other houscheld .
WAL CS s eseaaoensovassasonsasoscsassssaassasasanse 56 ‘112
R2di08 ANd TV SCLSievecsccacaosocsoconcssscnonns 159 493
Other cleetrical houschield applfancesivicaccaane 114 269
OthEr fEpOTtSeiisacasseassascessssnsascncascnssnsne 43 66

1/ Coomedity data as adjusted by the Office of Buziness Ecenccies,
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U.S. Fende by Ecouenda Clu gex, 1900 a0 b 19809

ereent
chunge
Econcmie Class 1960 15 196y 1956 195t 1988 194)  fren
190 10
1569
Valy s in =iW = of o) dara

Dooyeitie exports,
toltdeennvaecnaees  SONCE O, 001 130T 9,950 3,098 2,190 A ML o+ 8%
Crude £oudSeecensecnane LGS 2,500 PET 3,0y8 1,05 2,3 2,0 4+ 7T
anufasturc-l foelSeeaes LT LEST 1,00 1,557 1,496 L0 31,102 4+ 6o
Cruds materitloeeensoes 2,58y 2,f97 A FM O 3,30 31,997 AT [ 4+ R
Semfrar ifatures.caeees 3,987 L,PeG B,k houEH O %Wy 4T 5,77+ 6L
Finkched mowlweture o XLN73 W90 7 16,008 17,707 19,005 81,099 st + 112
Irports, tetall veea. 15,002 18,19 23,009 14,008 16,E8 33,46 36,052 Y-

+
Crulr fooltiiciaianaes  L7Te0 2,03k 2,008 2,07 1,581 2,09 20 4
Manafactund foodoaiaa L4 1,80 LT 2,309 #5018 2,5R 3,003 4
Crvl materdnlanaeases 3,000 3,50 3,009 3,84 3,0 MeR KL 4 35
Sars pufastureseeaaeee 3470 B,20L W50 56000 5,590 7L G,TH 4+ 95
Finl bz oofueturen, 5,062 7,34 3,670 13,0719 15,91 16, 19,941 + 000

ereent, of total

Demestic exjorts,

Y N 1009 WG 160.0 1AG 12 100.9 .
Crude foolriiiinaas 8.1 ST 9.5 10.6 8.3 6.8 .
Famifastuee 1 food=aia.. 5.4 6.5 5.8 5.3 5.1 k.9 .
Crule za%erfalfuianenes Y. 1.0 10,6 10 105 16.1 .
CerImAndfa tutr iecaraas 17. 16 151 WG WA 15.0 .
Fing bed pvaafestums,, 0.2 BB £8.9  wo 6T 632

e bt
Eaowd g-\'.'a'\'; PR
Horrdo O boo

Ioperts, totalleicss 10000 100,90 A0 100.0 10,0 10.0 .
Cruly feodsiinannnncaes Nk 0.8 g.h 8.3 T.h 69 .
Manufrturcl foodtia., 100 9.7 B.& 9.9 9.4 BT .
Cruls zateriads viranees 0.0 MW 13 152 1380 1) .
o) LRTALY SR PR 23.0 13 P32 rL9 0 o8 2L 18.
Fintsh = aufeetue @, #3330 KA Lyl kBf 509 4,
Note: Duts -y ot .13 2o to o v i
S Dacemev Vool Toratl for o L Mg foe B A tam s e pa) B ort- for 1904 and

fadhicleg v wr o

SQUILE:  Depart=ent of € . -rge
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U.S. share of Free-World Exports, 1950-69

: ) U.S. share of

“Year Free-world free-world

exports exposts 1/

{($ hillions) (Pexcent)
B R 120 56 21.9
B R 33 76 23.1
1952 . ittt ittt ie it 73 24.3
1953..... s eceaceersacanraana 74 25.0
DR T R, 77 22.6
1955......... Ctesacassananes 84 21.4
1956......... theeneereccaaas 94 23.7
R 12 100 24.0
1958......... S eteeencaaanean 96 21.8
B T3 102 20.6
1960. .. it cesaresee 113 21.0
196)...ceiinnnnnn ceeeeacaaan 119 20.3
1962, ... iiiennnn tesccanna 125 20.0
1963.... . 0ihennnn Ceteneaesas 136 . 19.7
1964 .. i iici i e 153 19.9
1965 . ittt e 165 19.1
1966......... ceeasees ceraana 181 19.5
BT s cetenan 191 19.3
JO68. . ittt ticiieeana Ceaea 213 19.3
1969 . ...ttt tii st 243 18.4

1/ Excluding exports to the United States.
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U.S. Share of Sclected Foreign Couatry Ieport laclets
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U.S. and Mafor Competitors' Chares of wa—u F.x;..rt‘ of
Manufartures, 1940 anl JGhL

- U. s. Unitrd Fedo By, of Unfted
Year experts Statez  Yrante  Cerreny Ity Kol Jages
(Mi1diens of '
dollars) (Terzent ef vorld exjorts to forelen rarket’ )
1960 cerennnenn 16,545 ?3.8 8.8 19.1 6.1 13.2 6.3
2965 cseicannes 17,469 2.1 8.9 18.9 6.6 13.1 7.1
29660 nacncnnnss 19,24 22.8 8.8 19.3 6.8 .5 T4
195Tcacanenenes 20,861 23.2 8.8 19.6 6.9 11.6 1.6
1968, cseiinnans 23,093 23.5 8.6 19.h 1.3 10.8 8.1
Jen.-Sept. 19657 19,607 203 6.6 YRS 1.5 1.7 8L

Note: The trpm manafasture: refers Lo chf:hsl', mAchLte £F, WPANLIATL € Wl ALl
othre manufastures exsept mlreral fus) prolists, jrocenr~1 £63d, fats, ¢ily, Cires
ares of var enl mazuniticn.

Wordd exgorts &re defined a- export: fream the Yh mador Inlatrial roeltrie.. The.
naticnr, which sredunt for aprroxizatsly four-fiftl- of world exgort: of .!'s."-\!‘*-‘-
tures 1o foredon mark-tr, ars tx £o1Yec3: Usited State,, 3u-tris, Medglo=Dotes-
bourg, Caraln, Denmurk, Fravie, Feloral r:«,‘.‘n- of Gerziny, Italy, Net hrrl-- H
Norwey, Swedr:, Switzerlend, United Kinglsm, end Jaran, Fugorts toe fopelgr = --.‘-‘

« are total em.-“!.- exclading experts to the Unitel Doutes.

Ypdjusted for sehoonml varlation.

SOURCE: Deépartoment of Cormerce
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*

U. S. Exports and Imports in Relation
to Gross National Product, 1960 and 19G4-6€9

(Values in millions of dollars)

Exports Imports
Percent Domestic as General as

Year GNP Change Exports’ percent imports percent

of GNP of GNP
1960 503,700 20,408 4.1 15,073 3.0
w6l 520,100 3.3 20,792 4.0 14,761 2.8
1962 560,300 7.7 21,444 3.8 ig§,464 2.9
1963 590,500 5.4 23,102 3.9 17,207 2.9
1964 632,400 7.1 26,297 4.2 18,749 3.0
1965 684,900 8.3 27,187 4.0 21,429 3.1
1966 749,900 9.5 29,994 4.0 25,618 3.4
1967 793,500 5.8 31,238 3.9 26,889 3.4
1968 865,700 9.1 34,199 4.0 33,226 3.8
1969 932,100 7.7 37,444 4.0 36,052 3.9

lIncluding military grant-aid
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Major Foreipgn Countries® Expoits and Imporis
in Relation to Gross Mational Poust, 1540 and 1954-69

(Ferecnt of GUP)

Country 1950 295 1965 1945 1561 1548 1549
Pporis
United States.ceveeccnananns 1 k.2 LO LO 39 KO L0
Canadae.eenenaas teetecnenanen 15.0 17.5 6.7 11.6 1B 19.8 219.8
FraNtlencceccarcectsnsnannas 1.2 9.7 101 102 9.8 10.0 0.8
Germany, Fed. Rep. of....... 161 1%.7 1¥.B 16,8 31R0 18.8 19.2
Italy...... verecaa veevoan .o 108 113 22,6 212.6 212.5 13.6 ns.s
United KINgdomeceeeenanes eee ALY 2307 13.7 13.8 13 wa (Y)
R TN vesessacan 9. 8.3 9.6 9.6 871 91 9.6
Inports
hited States....... veves . 3.0 3.0 31 34 3k 3.8 3.9
CANAAR e ceeacansoes sassaans . 9 15 160 26.7 16.9 27.6  18.S
Frant€eeeecseranaennn PUT 10.3 10.9 0.k 1.0 10.7 1.0 2.5
Germany, Fed. Rep. of.veen.. .3 W 155 150 1k 152 148
b4 25 N SO .0 137 12.% 138 Ml 13.7 15k
nited Kingdomoceieveaanan, 180 17 16 5.6 16 s (7)
JAPAN et iertasecatcnnncannans 10.% 9.9 g.2 9.k e.8 9.2 9.0

13at availadle. ’
Source: Official data of lizted countries.



152

EMPLOYMENT ARD FOREIGN TRADE

Any examinstion of U.S. employment in the last few years must
keep in mind the basic economic conditions prevailing during

this period. In particular, the vears 1966 through 1969
represent a period of high and increasing economic activity

due, in part, £o a strong investment boom and incrcased defense
expenditures related to the Vietnam buildup. During this period
civilian employment increased by 5 millien jobs from 72.9 million
in 1966 to 77.9 million in 1969. At the same time the unemploy-
ment rate dropped from 3.8 percent to 3.5 percent of the civilian
labor force. 1ln March 1970, civilian employment reached 78.0
million while the unemployment rate rose to 4.4 percent.

U.S. exports and imports both are small relative to the size

of the total econromy--cach represents less than 4 percent of
GNP--but are integral elements in the structure of productiony
in the U.S. Further developmant of foreign trade is necessary
for continued, balanced econonic growth. For exanple, some
imports are nccessary efther because the items are not produced
in the U.S. or are p-oduced in insufficient quantities relative
to domestic needs. Further, Imports and exports are relaied

in that imports of the U.S. provide other countries wich the
wherewithall to buy U.S. exports, and vice versa. Both U.S.
exports and imports of the U.S. increased scbstantially during
the 1966-69 peried along with other demands upon the economy.

The strong increase in dermand in the U.S. and for U.S. exports
from 1966 to 1969 was accompanied by growing inflatienary ’
pressures. These pressures, aleng with the effect of certain
supply shortages induced by exiszing or prospective strikes,
stinulated the demand for imports, particularly in 1968 and
1969. Without the increased imports which helped to meet the
rising demand for geods, it is reasonable to assume that
inflationary pressures on demestic markets would have been
even stronger.
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The number of jobs attributable to the export of merchandise
in the U.S. economy is estimated bv the Bureau of Labor
Statistics to have increased from woout 2.5 million in 1969 to
nearly 2,7 million by 1969, The estimates of employment related
to the export of merchandise, in total and by major types, for
1966 and 1969 are presented in table 1. The estimates of jobs
attributable to exports include both the direct employment
necessary to produce the item exported and also the indirect
labor necessary for all supplies, materials, and services
incorporated in the exported item. The labor involved in the
transportation and handling of the exported item also is
included.

From 1966 to 1969 the employment attributable to exports of
merchandise increased by an estimated 200,000 jobs. As a
proportion of total jobs in the private sector (excluding
households), export related jobs remained steady at 3.8 per-
cent during the 1966-69 period. During this period, however,
there was a significant shift in the distribution of export
related employment attributable to the major types of merchan-
dise exports for which estimates were made. The number of jobs
related to exports of nonagricultural goods, particularly
manufactured items, increased substantially from 1966 to 1969
while the number of jobs related to the export of agricultural
goods declined. The decline of nearly 31 percent in export
Jobs in the agricultural sector during this period is due both
to a decrease of 19 percent in the value of agricultural exports
and the agricultural components of nonagricultural exports and
& 16 percent increase in productivity in the agricultural
industries.

1 x
It is’'far more difficult, both conceptually and statistically,
to estimate the level of employment related to imports. In
relating employment to exports, the task is to measure those
jobs involved in producing the exported goods. In th* tase of
imports, there are no jomestic jobs involved in producing the
goods. Rather, the task is to estimate the employment thac
might take place, assuming other factors are constant, in the
event that these imports were produced in the U.S. Of course,
since imports in the U.S. are the exports of other countries,
the employment effect in the other countries could be estimated
in the same way that the employment effect of U.S. exports have
been estimated, provided the proper data were available. But
the effect of a reduction in imports on employment in the U.S.
is altogether a different matter. *
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Another complicating factor is that not all imports are of
the same character., First, there is the fact that some
imported products are not produced in the U.S. e.g., coffee,
cocoa, chromite, and tea. Conceivably, with a sufficient
expenditure of effort and resources, it might be possible
to produce some of them domestically, but the amount of
employment created is a speculative matter of no practical
interest.

Next, there are imports of certain types of goods that are
comparable to domestic goods but are in short supply in the
U.S., such as asbestos, bauxite, and newsprint. To expand
production of these items sufficiently to replace these
imports would, again, require a very large investment of
capital and labor. It is not at all clear that the real costs
of their production--in terps of the labor and other resources
required--would be equivalent to their present real costs.

For if the costs of expanding domestic production to replace
such imports were higher, their prices would also be higher
and the utilization of such more costly goods might be reduced
substantially. Hence, the number of jobs that theoretically
might be created in the U.S. by the reduction cr elimination
of this type of imports is not easy to estimate. Any estimate
that simply assumes pcesent costs to remain the same is certain
to be seriously in error.

Finally, in a third category of imports are those items mcst
nearly comparable to domestic products 1/. Some of these
fmports are necessary to supplement domestic production, e.g.,
wood pulp and iron ore; others are more directly competitive,
e.g. .wool cloth and sheet glass. Conceivably, the imports of
th.sé'items could be replaced by domestic output. Prices
probably would be somewhat higher and utilization somewhat
lower, but an assumption that costs, prices, and utilization
of these products would remain the same as if they were
imported is not so unrealistic as in the previous categories
discussed. ’

1/ Although most imports can be classified into one of the
three categorjes described in the text, a few items cannot be
allocated properly to any of these categories. Included in
this group are such items as U.S. goods returned without pro-
cessing, low value items (less than $250), and original
paintings and antiques. The combined value of the items in
this group is about 4.5 percent of the total value of U.S.
s-imports for consumption.

[N A
’
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Estimates of the number of jobs required to produce domestically
those imports considered most nearly comparable to U.S. products
have been prepared for 1966 and 1909. However, it is important
to keep in mind that any estimate of the hypothetical number of
jobs that would be required to produce a given volume of imports
does not represent jobs lost or jobs which would exist in the
absence of such imports. For example, without a concerted effort
To reallocate resources which would be necessary to produce
imports domestically, the U.S. would not have found the number
of people with the requisite skills, nor the necessary facilities,
in 1969 to produce such goods. Rather, the effort to replace
imports with domestic products 'would have placed additional
stress on the economy and heightened even furcher the inflation-
ary pressures. An additional factor limiting the substitution
of domestic products for imports is the preferences of consumers
for certain imported items, e.g., cognac and French perfume.

A further complication in measuring the employment effects of
replacing imports with domestic products is that some imported
items have embodied materials or components which are exports

of the United States, e.g., the automobiles imported from
Canada which incorporate automotive parts exported from the U.S.,
imported transistorized appliances which include exported
electronic components, and imported textiles which contain
exported cotton. The employment that would be created by the
domestic production of imported items which contain U.S. exports
would be offset, in part, by the loss of employmenu related to
the exports of the materials or components. Thus, while an
overall guide to the probable employment efiects of a change

in imports can be obtained from estimates of the type presented
here, any conclusion as to job loss would require information
on all of the factors affecting employment opportunities in a
specific industry or location.

In considerinyg the possible jobs required to produce imports,
the Bureau of Labor Statistics has considered only those items
wmost nearly comparable with domestic products 2/. On this
basis, it has been estimated that about 1.8 million jobs

would have been required to precduce such imports in the U.S.
in 1966 and about 2.5 millfon in 1969, with two-thirds of

2/ Excepting th: limited number of items discussed in
footnote 1 which were not allocated according to comparability
with domestic produccs.
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the increase during the period concentrated in the manufacturing
sector, The estimates of employrent which would have been
required to produce such imports in the U.S,, in total and by
major types, arc presented in table 1. As with exports, the
employment estimates include both the direct employment necessary
to produce the item and the indirect labor necessary for all
supplies, materials, and services incorporated in thc imported
item, These estimates do not take into account the jobs which
are dependent on imports, such as longshore activities in unload-
ing imports, movement of imported goods on U,S. cargo vessels and
processing of imports of crude materials, Since the elimination
of these imports would eliminate these related jobs, the net
effect on employment would be smaller than is indicated by the
figures above. Estimates of the net effect are not available.
Nor are estimates available for the number of jobs that would
have been required to furnish the value of Ymport-related services
such as those provided to American visitors abroad or payments

by Americans to foreign transport carriers.

In an attempt to identify particular industries which may have suf-
fered employment losses because of imports, the employment trends
were examined in each of the 190 manufacturing industries for which
the Bureau of Labor Statistics maintains a series. Between 1965
and 1969, 153 of these industries had stable or increasing employ-
ment and only 37 were found to have experienced employment declines.
In 11 of the 37 industries where employment declined during this
period either imports were less than one percent of total supply--
in some Industries there were no imports--or the level of imports
declined between 1965 and 1969, In the remaining 26 industriecs the
employment decline ranged from a high of 17,000 (SIC 2421, Sawmills
and Planing Mills) to a small decline of 400 workers (S1C 2361,
Children's Dresses and Blouses). The total cmployment decline
between 1965 and 1969 for all 26 industries was 117,200 workers or
about 0,6 of one percent of total manufacturing employment. During
the same period total manufacturing employment increased by two
million jobs.

Some tentative conclusions can be drawn from a comparisou of

the estimates of employment related to the merchandise exports
of the U,S. and the estimates of employuent required to produce
domestically items substitutable for U.S. imports. In 1969, the
total employment attributable to merchandise esports is slightly
greater than the empioymuent that would be required to produce
such {mports in the U.S., although the difference has sharply
diminished since 1966, With respect to employment related to
foreign trade in the agricultural sector, the U.S, holds a
distinct advantage; only about S percent of the total U,S. agri-
cultural labor force would have been required to produce imports
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of items comparable to domestic products in 1969 while over 9 percent
was related to U.S. exports, However, while the level of employment
related to these agricultural impo..s was only about one-third that
of exports in 1966, it has shown an increase over the 1966-69 period
while export related agricultural employment peaked in 1966 and has
declined,

In manufacturing, the employment which would have been required in
the U,S. to produce comparable or substitutable impurts in 1969 is
somewhat higher than that related to U.S. exports--1.6 miilion as
opposed to 1,4 million--and represents a reversal of relative posi-
tions since 1966. Jobs in the manufacturing sector attributabile

to exports aad those required to produce comparable imports domes-
tically both increased over the 1966-69 period, but the rate of
increase was substantially faster for employment related to imports.

Finally, in the nonmanufacturing area, the jobs related to exports
were somewhat higher than those which would be required to pro-
duce substitutable imports. However, for both exports and imports,
the related employment comprised 2 percent or less of total
nonmanufacturing employment.

These estimates, of course, cannot indicate the number of workers
actually displaced because of imports nor the number that would
become unemployed if exports ceased. The development of exact
numbers would require a disentangling of all the factors which
contribute to employment change, such as change in demand, tech-
nology, productivity, occupational shifts, and geographic reloca-
tion of industries. The estimates do provide some insight into
the balance between the jobs gained as a result of merchandise
exports and jobs which would have been created if imports of
products comparable to items produced domestically were made in
the U,S, The estimates indicate that, in the aggregate, the num-
ber of export related jobs have exceeded the job equivalent of
substitutable imports but the margin has been narrowing until, in
1969, the difference was about 130,000 jobs.

A/ O T - gy
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COMPARATIVE INTERUATIONAL LAROR COST AND PRODUCTIVITY

Tw¢ cost of producing goods i{n the United States relative to other
countries i{s an important clemsul in determining the flow of trade. Labor
costs 1/, in turn, constitute a major factor {n understanding the
novenenis of total costs. Indexes coverving unit labor costs and related
serfes for all manufacturing arc available for the United States and
eigh: other [ndustrial countries and are sunmarized fn the accempanying
charts. Exaninazion of trends in these measures provides some {nsights
into the trad: competitiveness of the Unlted States in relation to other
countries.

In general the charts show that tha trends fn unit labor costs for
the United States over the last tww Jdecades were favorable with regard
to many countries but swere uniavorable relative to these for Italy and
Japan. 1In the 1960's alene tle U.S. record was soscwhat better;
however, in large part {t wus & reflection of the very favorable
relatfonship that existed §a the {frs: half of the decada. During
that periad, unit lszbor costs {n the United States declined at slightly
less than 1 perceat per year, whereas those in Japan and eviry European
country rose substantially.

Since 1965 the sftuation has he.n reversed. U.S. manufacturing
unit labor costs have riczen at a rate of 3.1 percent per year, in excess
of all but cne otler country. Only C#nada, with a 4.1 parcent rate,
shows & mare rapid increass {n (nl: lobor costs. Such major countries
as Gerrany, ltaly, Japan, and the Unfred Xingden have experienced
virteally no change in unit labor costs over this peried, or have
succesded fn lowering their cost levels.

Unit labor costs reflect the relatienship butteen hourly laber costs
and preductivity (oatpet por wan-hour), snd to the extent thet increazes ©
in wag-s are offset by gains in prodictivity, inflationsry cast pressures
are reduced. Since 1963 averege hausrly compenzation in U.S. manufacturing
has cigen at 2 5.7 percent rate; however, the productivity gatn was
only &t a rate of 2.5 percent. (So¢ charts.) Hence, the rise in
unit labor coits. In mast of the other countries, the incriasevs in
hourly corpuetaat{on have eacwnded thowe in the Unfted States, but have
been mure than offsst by the diffuren.es in productivity growvth,
Produstisity in Furepoan cosrtries has grovn at ann.al rates exseading
4 peraane siree 1985, avd the rate of fnerase In Japan aneonted to 13
prreenl, in cenlrast to the L.R. 2.5 percent rate.

17 Laber goats feelads diect ga uzats for the sevvieos of all enpley:es
fa an inlustyy aod 2axpoditanes for all sepplerentaey benefies,
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Ovor the longer period, 1950 to 1969, U.S. compensation rose at a
4.6 percent annual rate, which was cxceeded in all of the other countriua.
U.S. productivity rose at a 2.9 percent rate, which was also exceeded
in all of the other countries. Much of the lag {n our preductivity
impre rcment occurred during the 1950's, when thz annual rate of gain
was ju . 2.2 percent. Our rate of gain rose to 4.2 percent {n 1960-65,
surpassiny the rate in Canada and two of the European countrfes. Between
1960:65 and 1965-69, Europce and Japan accelerated thelr rates of
productivity gain, while in the United States and Cenada the rates
diminfshed.

Although the trend measures shown here are useful for understanding
the movements of labor cest, for Internatfonal comparisons it {s des{rable
to heve measutes of the levels of laber custs per unit of output for tha
economy and for fndfvidual {ndustries. However, becausc of data limita-
t{oas, these measures for the total economy cannot be derived, and
absolute comparisens can be developed for only a few {ndividual
industries.

The only available study of comparative unit labor costs is one that
the Departm:nt of Lebor has completed, covering the primary iren and «teel
industry In the Unfted States, Japan, and the three largest steel
producing countries of Western Eutope--France, Cermany, and the Unftee
Kingdom. Even in this study, comparative data for Japan and the countrivs
of Western Europe could only be preseated in terms of ranges with high
and low estimates, because of data gaps.

As can be seen in the table, the labor costs to produce a comparable
ton of steel pruducts in Cernany and France are approximatuly twe-thirds
the U.S. level, whereas In the United Kingdom they are less than 60
percent of the U.S. level in 1968 and in Japan about one-third.

The smaller rarfo for the United Kinglom reflects in part the 14
percent devaluatfon of the British puund fn Nuvember 1967. Without this
devaluation, British unit labor cests would have bean higher.

Data for 1949 are not yet avallable. The effect of the French
devaluation of late 1969 will be tu tower Freanch unit labor costs
velative to the other couniries. Conversely, the German revaluation
sheald refs= Germany's relative pasition,

Unft laber costs depund on the relatfve levels of huarly cezpensation
and preductivity. 1In 1964, componsaticn pet ran-hour {n Gerrany and
France rang.d from cbaat 40 to 50 p-ruent of U.S. hourly labar costs in
the fron and steel fndustry. In the United Kingdun and Japan, they were
rosghly oue-quarier of the U.S. lovel.
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At the sam> time, the productivity levels for these countries were
substantially bolow that for the United States. The levels {»r Germany
and Japen vere about two-thirds the U. . level, for France ah~ut 60
percent of the U.S. level, and for the United Kingdow gbout one-half.
Despite the substantial differences in productivity, unit labor costs
in the Unjted States are still significantly higher than in the other
countries because of much higher hourly laber costs.

The relationuliips bztween unit labor costs for steel i{n the United
States and West Germany and France have remalned fafrly stable over the
past four years. Those for the United Kingdom changed in 1968, but this
was primarily a result of the devaluation. Japan did cxperience a
significant decline in fis relative unit labor cost. Thus the increases
{n relative wages in Germany and France were offset by the relative
productivity gains, whercas in Japan, whare the hourly compensation
increases exceeded those of the United States and other countries,
the productivity gains were so great that relative unit labor costs
declined.

These figures relate only to direct lebor costs. Although labs: costs
are a sizeable part of the total cost in the iron and steel industry--about
40 pereent of toral cost fn the Unfted States and botween 20 and 3D percent
fn the threc Eurcpean countrics--raterfal and other costs represent a2
larger proportion of total costs, and {t cannut be inferced fvom the
results obtained for unft labur costs that ¢iffurences in the other costs
of productica are of the sase magnitud. or even in the sare directiva.

In addition, higher average unit labor custs {n the fren and steel
fndustry {n the United States, as cempares with Japan aad Western
Europe, by no means fmply that this {s true for cvery ste-el nill product.

Daspite the relatively higher unft labor costs In the United Stetes
and the rise fn iron and steel irports which has escurred sin-¢ 1954,
employment fn the Industry, while flactuvating sor-uhat ovar the peried,
has shown a slight feproverent, tisi{ng fren 557,092 in 1564 te shout -
564,000 fa 1903,

Broad conclusfony abuut couspsrative cost levels In all wamufactaring
Industry cannat b drawn from the experfcnue of a single inductry such
as {ton aug sivel. Fur sor: fndustries, the U.S. 2iffcrentfal preductivicy
rates app-ar 12 b so fevorable that no signifivant Import cumputition
has develeped and cxpert rarkets ba.e beon oxprzded. In other czswes, it
is clear that feport pepevration has ben rising which [s often regardiod
as an indleation of substantially lower e ts a'moed. The Daparir-nt
of Labor fs currently exa ining th- zdlaticaship betieen frport peretra.
tion ratios, praductivity chasge, and erployeent In nirervus fulustries.
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ANNUAL RATES OF CHANGE IN OUTPUT
PER MAN-HOUR IN MANUFACTURING,
NINE COUNTRIES, 1950-69

Percentage Change per Year
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ANNUAL RATE OF CHANGE IN COMPENSATION
’ER MAN-HOUR IN MANUFACTURING, NINE COUNTRIES
1950-69 (U.S. DOLLAR BASIS)

Percenlage Change per Year®
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Annual Rates of Change in Compensation Per Man-Hour

in Manufacturing, Nin¢ Countries, 1950-69
it ctional Currency Basis)

Percentage change pis year
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ANNUAL RATES OF CHANGE IN UNIT LABOR COST
IN MANUFACTURING, N.NE COUNTRIES, 1950-69
(U.S. DOLLAR BASIS)

Percentage Change per Year
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Annual Rates of Change in Unit Labor Cost
in Manufacturing , Nine Countries, 1950-69

(National Currency Basis)

Porcentage change peryear
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Foreign Tariff Adiustments

Adjustments or withdrawals of concessions granted under the GATT are made
under the provisions of Articles XIX or XXVIII of that Agreement, Aril-
cle XIX is the emergency provision, while Article XXVIIJ provides regilar

procedures for renegotiating concessionsl/,

In the past three years, 9 different countries have initizted terif
adjustments wh.ch required the U.S. to enter into 18 sepz-ate negot
tions to protect U.S. trade interests, Of those 18 negotiations, 1

a

and 5 are currently underway.

Concluded Nepotiations. Under Article XIX, Austria suspended its con-
cession affecting U.S. exports of oilcake; Canada of corn, potatoes and
turkeys; and Spain of synthetic rubber, Tne U.S. received compensatory
~oncessions, or the country terminated the action, or both, Under one
of the provisions of Article XXVIII, Australia modified or withdrew 33
items in 5 separate actions, Canada modified or withdrew 55 items In 3
separate actions, Israel modified or withdrew about 70 items, and South
Africa modified or withdrew 39 items. In each case the U.S. received
satisfactory compensation.

Current Negeriations., The United States is currently negotiating for cca-
pensatory concessions as a result of the following 5 actions: Austcclia's
withdrawal of certain off-the-road construction equipment; Brazal zaad
Cniles® renegotiation of their entire Schedules of concessions; Caneda's
withdrawal of turkeys; and India's withdrawal of 11 items. Brazil's
action was necessitated by passage of a wide ranging teriff liberaliza-
tion law, while Chile's action was necessitated by adoption of a new
tariff nomenclature.

Future Negotiations. Negotiations are expected to begin soon as & cesult
of "open season" notifications oy the European Economic Commurity on
unwrought aluminum, Norway on yeast, and South Africa on 53 items. Addi-
tional negotiations may take place between now and December 31, 1972

es e rasult of the 1969 Article XXVi’1  reservations made by Austral.a,
Denmark, Finland, India, Israel, New Zcaland, Pakistan, South Africe and
Turkey.

ra

—-ve

1/ Under provisions of Article XXVIII, an "epen season" occurs once evesy
three years at which time countries may modify or withdraw concessioas.
In open season, & country may also reserve the right to modify or willa-
draw concessions at any time in the subsequent three-year zeriod., In
the absence of such a reservation, a country may modify or withdraw
its concessions dur’ng the interim between open seasons by obtalning
from the other contracting parties a finding of special circumstances.
Article XXVIIY stipulates that all modifications or withdrawals are
to be made by negotiation and agreement with effected countries with &
view to raintaining a general level of mutually advantageous Coacus>s.Gns
not less favorable to trade,
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Minor Negotiations

require the U.S. to enter into negotiations or consultations to
its trade interests, Thaese adjustmenl< occur under provisicns o
-other than XIX and XXVI1I. For example, negotiations have occur
because the Bahamas, Jawaica and United Xingdom widened preference me
gins beyond GATT bound levels; (b) because less daveloped countvies 1
Korez, Malavi and Surinam adjusted tzrififs.td protect infant indusctr
(c) to insure existing tariff concessicns cre carried over fully when
new tariff nomenclatures are adopted end (d) to obtain rescission of
tariff edjustments made in ignorsnce of GATY obligations. "At any point
in time there are approximately 10-30 of these types of negotietions or
consultations underuay.

e

BEST AVAILABLE COPY
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United States Tariff Adjustments
(i.e., GATT Article XIX and XXVIII Actions)

I. Article XIX of the GATT is the escape clause provision.
Since the Trade Bill hearings in ly68 the following actions
have occurred:

1. PRianos.

On February 21, 1970, the President proclaimed an
escape clause action on pianos, except grand pianos. The
Kennedy Round tariff reductions were interrupted and the 1969
rate of 13.5 percent was reimposed. In addition, firms and
workers in the piano industry may reguest the Secretaries of
Commerce and Labor, respectively, for certifications of eligi-
bility to apply for adjustment assistance. This action was
taken by the President following a Tariff Commission finding
that pianos were being imported into the United States in such
increased guantities as to threaten to cause serious injury to
the domestic industry. The staged Kennedy Round raductions
will resume on February 21, 1973, at which time the 11.5 per-
cent duty will be reinstated. The final reduction originally
scheduled for January l., 1972 (8.5 percent) is now scheduled
for vanuary 1, 1975.

2. Sheet Glass.

On February 27, 1970, the President proclaimed a new
escape clause action which had the effect of extending the
then current escape clause protection for window glass (one
type of sheet glass) until January 21, 1972, after which it
is scheduled to he phased out over the following two years.
He also provided adjustment assistance to firms and workers
in the sheet glass industry to help them adjust to competition
from imports. The prior escape clause action on window glass
had been scheduled to expire at the end of March 1970. The
President's action was taken after review of the Tariff Com-
mission's report on a new escape clause petition gubmitted by
th2 glass industry in which three Commissicners found imports
of sheet glass were causing serious injury to the domestic
industry and thr~e Commissioners took the opposite view. In
such a situwation, the president can accept the finding of
either group as the f£inding of the Commission. The President
accepted the decision of those Commissioners finding serious
injury, but did not acuept their recommendation that all rates
of duty on sheet glass be increased to the full statutory
(column 2) level.
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3. Wilton and Velvet Carpets and Rugs.

On December 31, 1969, the President, under authority
of the Trade Expansion Act of 1962, extended the escape clause
rate of duty (40 percent) on non-orx‘®:ntal type Wilton and vel-
vet floor coverings until December 31, 1972. At the same time,
he permitted the escape clause action on imports of imitation
oriental floor coverings to expire. The escape clause action
on all Wilton and velvet carpets and rugs, originally taken in
1962 and extended in 1967, had been scheduled to expire on
December 31, 1969.

In announcing his decision, the President indicated that
he would ask the Tariff Commission for additional information on
the non-oriental design carpets and rugs to help determine
whether any further action is necessary. This request was made
by the Special Representative for Trade Negotiations on behalf
of the President on February 13, 1970.

II. Article XXVIII:1 of the GATT provides that once cvery three
years from July 1 through September 30 (1966, 1969, 1972 ...) any
menmber country may notify its intention to modify or withdraw
any of ifs tariff concessions. This is the so-called "Open
Season" provision. i

On September 30, 1969, the United States notified the GATT
that it was reserving the right to modify or withdraw trade
agreement concessions on stainless steel flatware, light air-
craft and certain pet food. At present the United States has
until June 30, 1970, to renegotiate the bindings on these items,
or withdraw the notifications. The time limit may be extended
upon request to the member countries.

1. Stainless Steel Flatware.

Tariff quotas previcuasly imposed under escape clause pro-
cedures were permitted to terminate in QOctober 1967. Upon
termination, the President announced that the responsible
federal departments had been asked "to maintain surveillance
over (this industry] to determine if other assistance is appro-
priate at a later date." Shou:d further investigation reveal
that increased competitive pressure from imports is such as to
warrant tariff or other relief, this action under Article XXVIIIX
would reserve U.S. rights to renegotiate concessions. The Tariff
Commission conducted an investigation under section 332 of the
Tariff Act of 1930 to obtain recent data on production, imports,
exports, employment, and profits and losses of the industry.
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2. U.S. pet Food and Light Aircraft

These items were notified to the GATT so that it would
be possible to modify or withdraw U.S. concessions on them
if nur efforts to get Japan to remo. its quantitative
restrictions on these same products failed. In the case
of certain pet foods, the quantitative limitation was re-
moved, but Japan simultaneously imposed a temporary duty
of 20 percent on imports. Previously, they had been free
of duty but the free status was not bound in a trade agreement,

In the case of light aircraft (less than 10,000 pounds
empty weight), the United States 1is pressing Japan for liberali-
zation of its restrictions. U.S. industries have been invited
to express views on the possible modification or withdrawal of
U.S. concessions on these products.
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NONTARI FF BARRIZRS |
GATT Work Prodram

In November 1967, the member countries of the GATT agreed upon
a future work program to lay the grou, .work for further trade liberal-
ization and expansion. To carry out this work, the GATT members
created two new committees and issued instructions to an existing
committee. The GATT members in their recently concluded annual
session directed the Industrial and Agricultyre Committees to report
by the end of 1970 on action that might appropriately be %taken. A
separate report is to be prepared on possible negotiating techniques
or other methods to deal with trade barriers, both tariff and non-
tariff, These reports would provide the basis for a decision by the
GATT members at their next session on their future course of action.
These committees and the status of their work are as follows:

A Committee on Trade in Industrial Products (CTIP) was established
and directed to make an objective analysis of the tariff situation
as it will exist when all Kennedy Round concessions have been fully
implemented. It was also directed to draw up an inventory of nontariff
barriers affecting internatiunal trade. Subsequently it was directed
to explore possibilities for concrete action on NTB's.

N

Basic documentation for the tariff study, which will enable
trade and tariff comparisons among major industrial countries, is
being prepared by the GATT Secretariat in cooperation with a group
of technical experts designated by member governments including the
United States. .

The CTIP has completed the factual examination of some 800
notifications submitted by individual countries concerning NTB's of
GATT member countries. These notifications cover a variety of trade
measures that vary widely in significance.

Following the initial review, in October 1969 the Committee
agreed to move to the next stage of its work, that is to search for
possible solutions to the major barriers, For this purpose, it
established five sub-groups on different barriers; (l) government
participation in trade (e.g., state trading and subsidies); (2) customs
and administrative entry procedures; (3) standards (e.g., health and
sanitary and other standards), (4) specific limitations on imports
and exports {e.g., quantitative restrictions); and (5) restraints by
the price mechanism (e.g., import deposits). This stage of the work
is preparatory to possible negotiations and involves no commitment to
take or to join in any action discussed. These groups are now meeting
and are expected to report on the progress of their work by mid-summer.

44-813 0 -70 - 12
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An Agriculture Committee was established and directed to examine
the problems in the agricultural trade sector and to prepare the way
for consideration of mutually acceptable solutions to problems in this
area,

The first phase of the Agriculture Committee's work was completed
in September 1968. This consisted of collecting factual and statistical
data from all participating countries on matters dealing with pro-
duction, consumption, border protection and trade in eight broad
commodity groups. The examination of material submitted -- with
special emphasis on problems in international markets (export pricing
practices and import protection policies) and problems relating to
production policies -- was well advanced by the end of 1969. The
Committee therefore decided to move into the next phase of its work,
to be carried out during 1970. This phase of the Committee's work
program has been delegated to working groups whose tasks will involve
a search for solutions to problems related to (1) export measures,

{2) import measures, (3) production policies, and (4) other relevant
measures.

An existing Committee on Trade and Development was directed to
continue to examine matters of concern to the developing countries,
including trade in tropical products, import restrictions of special
interest to LDC's, and the expansion of trade among developing
countries,

The Committee on Trade and Development has undertaken several
studies of LDC problems, It is considering residual import
restrictions affecting LDC exports, and is reviewing the implementation
of Part IV of the GATT, which deals with the trade and development of
LDC's., It will also consider plans for trade negotiations among the
developing countries,



175

Inventory of Alleped United States
Nontariff Barriers

This list includes laws, government regulations and administrative
practices that have been the subject of womplaints or protests ty
foreign officials or exporters or by U.S. importers, alleging that
they are restrictive of trade, The United States considers many

of these complaints to be baseless or of doubtful validity. For
example, safety standards and food and drug regulations are necessary
tc protect the public health and safety and could become nontariff
barriers only if their implementation unfairly and unjustifiably re-
stricts the entry of foreign materials and products.,

Where complaints have arisen in international discussions, United
States representatives have provided detailed information regarding
the nature of the measures, their origin, and their current implemen-
tation. *

The list is divided into: (1) quantitative import restrictions, and
(11) other measures which may affect trade without establisking
specific quantitative limivations. The list, inter alia, does not
include foreign assets control regulations, which apply to U.S. trade
with Communist China, North Korea, North Vietnam, and Cuba; voluntary
export controls imposed by foreign countries to avoid disruption of
the U,S. market; state and local measures; and private practices.

1. Quancifative Restrictions

A. Secction 22 of the Agricultural Adjustment Act of 1933, as
amended, provides authority for the President, after Tariff
Commission investigation, to apply quantitative restrictions
or fees on imports of agriculturel commodities when he finds
that imports materially interfere with U.S. Department of
Agriculture programs. At present, import restrictions are
imposed on wheat and wheat flour, cotton, peanuts, butter,
certain cheeses, and other specified dairy products.

B, The Lougz-7erm Cotton Textile Apreement (LTA) is a multilateral
arrangement in which most of the world's leading cotton im-
porting and exporting countries participate. Under a provision

of the LTA the United States controls imports of cotton textiles

under separate bilateral agrecments with 24 countries whosa
shipments account for more than 80 percent of all U.S. cotton
textile imports,

C. Section 232, Trade Exnansion Act of 1962, authorizes the Presi-
dent to adjust the imports of any article so that they will not
threaten to impair the national security., The only
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commodity group currently restricted under this provigion
is imports of crude petroleun and its derivatives.

The Supar Act of 1948, as gmendad, preovidis a quots ﬂérmula
whereby United States sugar requirements are shared Between
domestic and foreign suppliers. United States producers
are allocated about 65 percent of the domestic market, while
about 35 percent is reserved to foreign suppliers.

The Meat Import Act of 1964, requires the President to limit
imports of fresh, chilled or frozen becef and veal mutton
and goat meat. The law dces not itself establist . quots.

1t establishes a formule, based on the relationship betwzen
imports and domestic commexrcial production, for proclaiming
a quota when estimated imports excesd trigger levels, Quotas
have not been triggered to date. When meat imports approached
the trigger level in 1668, a voluntary meat export restraint
program was edopted with the major supplying countries agree-
ing to limit exports to the United States to specific levels,
Voluntary restraints are still in effect.

Pursuant to secrior 11 of the Trade Apreements Extension Act
of 1951, imports of ermine, fox, kolinsky, marten, mink,
ruskrat and weesel firskins, which are the proZfuct of the
Soviet Unitn or oL Communist China, are prohibited. :

Gun Control Act of 1968 prohibits the import of firearas ex-
cept those particularly suited for, or readily acapted to,
sporting purposes, Countries exnorting these firezrms have
complained in the GATT that the restrictions on impocted guns
are more stringent than the restrictions on interstate ship-
ments and mail order sales, .

Tariff Rate Quota on Brocms. Effective January 1, 1965 im-
ports into the U.S. of 115,000 dozen whisk broems and 205,000
other brooms (all made in whole or in part of broomcorn) are
subject to & rate of 20 parcent ad valorem znd entrlies in
excess of the specified quantities are dutieble at higher
rates. On the basis of 1966 trade, the rates of duty on
potential imports in excess of 115,000 dozen whisk and 205,030
dozen floor brooms were ejual to_duties of 86 percent and &8
percent ad valoren, respectively,

Atomic Znerpy Act of 1954, as amended. P.L. 88-489, enacted
on August 26, 1964, amended the Atomic Energy Act and autho:x-
ized the Atomic Energy Commission to offer uraniua enrichzent
services to U.S. and overseas orgenizations. Section 161V of
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the Act proh:bits "such service for source or special nuclear
materials of foreign origin intended for use in 2 utilizaticn
facility within or under the jurisdiction of the United
States," ’

Section 606(7) of the Merchant Merine Act of 1936. Section
606(7) prohibits the purchase of foreign-built coatairers by
U.S. flag vessels if the vessel's operations are governed by
an operating differential subsidy contract. The prohitition
does not apply to ships having a mortgaje guarantee, granted
under Title XI of the Merchant Merine Act of 1936.

Jones Act. This Act restricts vessels, including dredacs, work
vessels and hovercraft, engaged in coastwise trade to those
vessels constructed in the United States and manned by U.S.
citizens.

Other United States Mcasures

A.

Valuation Prsctices

1. System of Customs Valuation

The U.S. system of vealuation provides nine different methods
of esteblishing values for the assecssment of ad valorem
duties. The two most commonly used, end under which the
vast majority of appraiscments are nade, ave £,0.d. type
values. Other countries contend that the complexity of

U,S. valuation provisions constitutes a barrier to trace.
Some countries have pr:nosed that the United States should
adopt the Brussels definition of velue, waich is e lended
(c.i.£.) value,

2., American Selling Price (ASP)

Under the U,S. valuation system, benzenoid chemicals, cer-
tain rubber footwair, canned clams, and cextain wool knit
gloves have duties assessed on the value of the competitive
U.S. product rather than on the value of the imported
article, 1n the Kennedy Round the United States agrecd to
seek legislation to climirate ASP. The Administration's
propased trade bill (H.R. 14870) contains a provision to
carxy out this agrecment.

3, Section 4028 of the Tariff Act of 1930

This part of the U.S. valuation system applies to & list
(the so-called Final List) of specifically enumerazed prod-
ucts, the valuation of which in 1956 would have becen
changed by more than 3 percent if valued under the method

- established in the Customs Simplification Act of 1938,
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Under the provisions of that Act, appraiscment of these
products wzs continued on the oid set of vazlvation pvo-
visions applicable prior to 1956, Articles subject to
the Final List comprised about 7 percent of U.S. dutieble
imports in 1966.

A, Other Customs end Adminjstrative Entry Procedures

1.

Certificates of Oripgin

Certificates of Origin ere required for importation of
commodities into the U.S. when goods of Communist Chinecse,
North Korean, or North Vietnamese origin mmey be involved.
The necessity to zpply the requirement to imports from
third countries arose from the fact that Communist China
attempted to market its goods in the U.S. by selling them
through third countries or misdescribing their origin.
Moreover, in meny cases it was impossible to determine
the origin of the goods by physical examination.

Deposit Requirement for Samples

U.S. requirements do not comply fully with provisiens of
the International Convention to Fecilitate the Importezion
of Commercial Samples and Advertising Material which the
U.S. signed in 1952, The Convention limits deposits on
samples to the amount of jimport duties plus 10 percent,
whereas U.S. customs regulations require & deposit in an
amount equal to double the duties estimated to accruc.

The U.S. regulations are now in the process of revision

to bring them into conformity with the Convention.

Customs lavoice

Special Customs Invoice Form 5515 (used to report entries
over $500 in valpe), besides requiring the usual commercial
information concerning quantity and value of shipments, re-
quests other information considered by some foreiga
exporters to be unnecessary and burdensoma. For some
products, including footwear and cotton fabrics, detailed
descriptive information is required for classification
purposes. Some questions that foreign exporters find ob-
jectionable are not mandatory but are requested on a
voluntary basis. .

Basis of Customs Classification

Imports into the United States are classified and dutiable
in accordance with the Tarifi Schedules of the United

States rather than the BTN which is used by over 100 coun-
tries including our major trading partners, except Canada,
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Headnote 10(iJ) of the TSUS provides thet parts of products

will be classified, wacrever possible, on zn g0 nexine

basis so that many parts no longer necesszrily are classified as
the product of which they are pert.

C. Government Procurement Policy

1. All Federal Governmant procurcment for use within the Uaited

States is subject to the provisions of the Buy Americen Act

. of 1933, which provide thet only domestic materials can be
purchased unless (a) the required supplies are not aveilcble -
domestically, (b) their purchase would be inconsistent vuith
the public interest, or (c) the cost would bz unreasonzble,
Under Executiva Order 10582 of December 17, 1954, unreason-
able price is defined as a price “more then 6 percent higher

* than the foreign bid". An additionazl 6 percent differential
is applied in favoer of the domestic bid if the materisgls
will be produced in an areca of substantial labor surplus
or the low domestic bidder falls within the cztegory of
“"small business'., The Department of Defense is temporarily
applying a 50 percent differential because of our balance-
of-paynents difficulties.

2. The Defense Department appropriation acts since 1954 have
included a prohibition on funds for the procurement of any
article of food, clothing, cotton, wool, silk and spun
silk yarn for cartridge cloth which has not been groun or
produced in the United Stetes. This prohibition was
broadened in the Appropriation Act of 1968 to include
synthetic and coated synthetic fabrics.

D. Antidumoning Act of 1921

Special dumping duties may be imposed on imported merchzndise,
vhether normally dutiable or free, if it is of a class or
kind with respect to vhich a finding has been made under the
Antidumping Act of 1921, as emended, that the imported merchan-
dise is being soid, or is likely to be sold in the United
States or elsewhere, at less than its fair value, and that by
reason of the importation of such merchandise 2 domestic in-
dustry is being or is likely to be injured. By law, the Anti-
dumping Act of 1921 takes precedence over the International
Antidumping Cede to which the United States has acdhered, in
case of conflict.

-
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Countervziling Daty Practice

The countervailing duty provision of the Tariff Act of 1930
provides for the imposition of counterveiling duties whea the
Treasury Department finds that 2 dutiable import is benefitting
from a bounty or grent. There is no injury requirement (as
CATT requires) and no room for administrative discretion if

a bounty or grant is found to exist.

Safety Standards

1. Motor Veuicles

The Motor Vehicle Safcty Act of 1566 has been consicderad by
some foreign auto producers as a potential nontariff trade
barrier becsuse it may have more restrictive efifects on

foreign cars than on American cars. The concern of exporters

of motor vehicles, equipment, and tires to ll.c United States

has been that some safety standards might be more aspropriate

for the type of automobiles generall: produced by the large
American manufacturers than for imported automobiles, many
of which are smaller or of quite different design.

2. Inspection Requirements for Boilers and Pressure Vessols

The American Society of Mechanical Engineers (ASME) Code is
the sole stendard of acceptability for boilers and nressure
vessels, Products must be inspected and certified by an
inspector qualified and licensed by the National Board of
Boiler and Pressure Vessel Inspectors. Tne Inspecter must
be an employee of the State or £ an insurance cecmpany
authorized to do business in the State. Goods must de .
marked with the ASME Code symbol, Grant of the ASME symbol
to a manufacturer for use in marking his goods is contingent
upon approval by a licensed inspector, his recommendation
to the Chief Boiler Inspector of the State, and a request
by the chief inspector that ASME permit the manufacturar
use of its symbol.

3. Standards for Steel Processas

Specifications for steel are developed by the American Society

for Testing and Materials reflecting steel-meking processes

which are acceptable to committees composed of reprusentatives

of manufacturers and purchasers of steel and U.S. Goverament
officials. The Thomas process, which is generally used in
Europe, has nevar been subject to the consideration of ASTM
Committees.
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4. Standards for Plumbing, Hesting, Lumber, Firefighting,
Electrical Equipment

In the U.S., standard making hes traditionally been a non-
governmental process undertaren by organizations representing
both producers and consumers -of various products that arrive
at standards through a process of concensus. Locel govern-
ments sometimes pass reguletions that give mandatory effect
to what were originally voluntary stendards.

5. Coast Guard Inspection of Safety Eaquipment

By statute (46 U.S.C. Sec. 489), the Coast Guard must approve
safety equipment destined for use on U.S. flag vessels and

by various Coast Guard regulations. Approval entails inspec-
tion of such equipment during the manufacturing process.
Subsequently, manufacturers whose safety equipment is
deficient are subject to statutory penalties.

6. Flammable Fabrics Act of 1953, as amended, authorizes the
Federal Trade Commission to conduct investigations anc tests
on merchandise believed to be in violation of established
requirements. The purpose’of the law is to avoid deaths
and injuries that are preventable through the use of
materials which meet flamdabilicy standards. The law applies
to both domestic and impovted products.

G. Health Standards

1. Quarantine and Food and Drug Law and Regulations

- Certain provisions of U.S. sanitary end health laws and
regulations are sometimes viewed by fuveign suppliers as
trade barriers. One of the best-known examnles is a pro-
vision in the Tariff Act of 1930 prohibiting any imports
of meat from any country ha¥ing hoof and mouth diseazse.

In other cases, regulations specify standards of whole-
someness or purity that are equally applicable to imports
and to the domestic product but that foreign sumpliers
may consider unnecessarily strict or burdensome. For
example, a regulation of the TFood and Drug Administration
prevents the use of fish oil in the manufacture of margerine
in the United States, though herring oil is used for that
purpose in many other countries. .
2. The Wholesome Meat Act (B.L. 90-201) is designed to protect
the health and welfare of consumers by assuring that meat
and meat food ‘products distributed to them are wholesome,
not adulterated, and properly marked, labeled, and packaged.




This legislation is not intended Lo restrict trade, azlthough
plants in some countries with relatively low health and
sanitary standards may have difficulty complying with the
standards set forth in the Act. 3

3., Section 8(e) of the Agricultural! Marketing Agreewm-nt Act
of 1937, as amended, prescribes thirteen frnits, vegeatable$,
and nuts which are subject to regulations under domestic
marketing orders, 7The imported products must conform to,
grade, quality, size and maturity standards Zet forth in the
marketing orders in order to enter the U.S., market. These
impor: regulations apply, however, only when domestic ship-
ments are actually being regulated, Currently 8 of the 13
commodities specified in section 8(e) are being regulated.

H. Other Standards

1, Fair Packaging and Labeling Act of 1966 end related regu-
lations prescribe the manner in which certain consumer
commodities are to be packaged and labeled so as not to
mislead the consuming public and so as to provide the
necessary information on which npurchasing decisions are
to be made, The law and regulations apply to both domestic
and foreign products,

2, Mark of Origin

- *

Section 304 of the Tariff Act of 1930 generally requives
that imported articles be marked in a conspicuous place

as legibly and permanently as the nature of the product
permits and in such & manner as to indicate ro the ultimate
purchaser in the United States the country of origin, -
Exceptions are permitted for various products but in such
cases the container must be marked,

I. Other Nontariff Practices

1. Escape Clause Actions

Section 351 of the Trade Expansion Act cof 1962 permits the
President to impose an increase in duty or other import
restriction on an article following an affirmative finding
of injury or threat of injury to a domestic industry due
to an increase in imports. Imports of certain sheet glass,
Wilton and velvet carpets and rugs of non-oriental design,
and pianos (except grand pianos) are currently subject to
escape clause actions.
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Unfair Practices in Import Trade

Section 337 of the Tariff fct of 1930 suthorizes the Tariff
Commission to investigate zlleged unfair acts in the im-
portation of articles or sele of imported articles in the
United Srates. When the cffect or tendency of such methods
or acts is to destroy or subscantially injure a domestic -
industry, or to vrevent the establishment of an industry,

or to restrein or monopolize trade and commerce in the
United States, the articles involved may be excluded from
entry into the Unitad States by Presidential direction to
the Secretary of Treasury. While there have been a number
of investigations initiated under section 337, the President
has issued exclusion orders only once, i.e., against imports
of Furazolidone.

Distilled Scirifs

Under the wine gallon/proof gallon system used by the United
States to assess import duties and excise taxes on aicoholic
beverages, imported bottled spirits of less than 100 proof
are assessed as though they were 100 proof, so that in effect
a bottle of 86 proof Scotch is assessed for an additional i&
proof. Alcoholic beverages impurted in bulk at 100 proof or
more are treated the same as domestically produced spirits,
which are assessed before .the bottling process wiile they are
till 100 prouf.

Tariff Classification of Sparking Cider

Under existing legislation the Intexnal Revenue Service
classifies sparkling cider as a sparkling wire. The law
sets 0.277 grans of CO2 per 100 milliliters as the upper
limit for still wines and sperkling cider generally has

a €02 content of over 0.4 grams per 100 milliliters. The
law is non-discriminatory in thet it applies with equal
force to domestic cider and other similar alcoholic
effervescent drinks and to such preducts imported from any
country.

Unired States Manufacturing Clause in Copyright Act

This legislation prevents entry into the United States of
more than 1,500 copies of English language books with an
exception for books suthtrad by nationals of countries ad-
hering to the Universal Copyright Convention,

»

Ship Subsidies .

.The United States requires that all subsidized constructicn

be performed in U.S. shipyards and that equipment purcheses
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be of domestic origin. These conditions heve bzen in eiffect
at least since the enactitent of the Merchant Marine 4ct of
1936. The subsidy progrem is intended to inect security
requirements for a viable shipburilding and shipping
capability. :

Western Hemisphere Trading Corxporations

Corporations that conduct all their business in the Western
Hemisphere and derive 95 percent of their gross incone from
outside the U.S. from active conduct of trade or business,
are eligible for certain tax rebates. Qualifying corpors-
tions may reduce their effective gorporate tax rate by 14
percentage points (48 percent to 34 percent, i.e. by about
30 percent, or in some circumstances the rate may be reduced
to 27% percent, i,e., by about 60 percent),.

Operation of Post Exchanges

Post Exchanges may enter duty-free into host countries
any goods, regardless of country of origin, and sell them
tax-£free to authorized customers. Goods sold in PX's

are selected with & view to me:zting the Deparitment of
Defense's temporary balance of payments objectives as de-
tailed in DOD Directive #7060.3, dated January 16, 1965,
as gmended, subject: 'International Balance of Payments
Progren--Non-appropriated Fund Activities."
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Bilateral Efforts to Obtain Trade Liberalization

Japan

Sound and viable economic relations between the United
States and Japan are a keystone of .ne overall U.S.-Japan
relationship. Each country is the largest overseas trading
partner cf the other and the importance and rapid growth of
the Japanese market has caused the United States Government
to focus intensive attention on the vast array of Japanese
trade restrictions.

History of Restrictions

Until 1963 the GATT authorized Japan to maintain quan-
titative restrictions for balance of payments reasons.
Following a finding of the International Monetary Fund (IMF)
that Japan was not entitled to maintain import restrictions
for balance of payments reasons, Japan notified the GATT in
February 1963 that it was giving up its right to impose
restrictions under Article XII of the GATT which permits the
use of iLuport quotas for the same reasons. A large number of
items were liberalized through April 1964, but very few were
removed from restrictions during the following four years., At
the beginning of the Japanese fiscal year on April 1, 1968,
Japan maintained quota controls on 34 complete four-digit BTN
(Brussels Tariff Nomenclature) categories and 187 other parts
of BTN categories. 1/ ’

In addition 15 whole categories and parts of 24 other
categories, which cover military hardware, explosives and
ammunition, narcotics, fissionable materials, and gold, are
under quota control for national security reasons. Wwhile these
items have been omitted from consideration in this paper, the
United States does not necessarily accept the national security”
rationale in all cases.

1/ Throughout this paper, BTN(whole) refers to a complete
four-digit category and BTN(part) refers to a part of a
category. Several parts may be in the same four-digit
category. Part of a category may be liberalized while
part remains under quota. For example, fresh limes have
been liberalized and fresh grapefruit is scheduled to be
liberalized, while tangerines and oranges will remain
under quota. All four are in BTN 08.02. Therefore,
although oranges and tangerines are in the same four-digit
category, they appear as two pari. on the non-liberalized
list (Attachment 2).
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Japan's Restrictive Import Licensing System

Japan's import licensing controls consist of: (1) the
Import Quota (IQ) System, which requires an importer to
obtain an Import Quota Allocation Certificate from the
Ministry of International Trade and -ndustry (MITI). If a
quota is granted and a (global) Import QuotaAllocation Certificate
issued, an application for an import license must be presented
to an authorized foreign exchange bank and an import license
will be issued automatically; (2) the Automatic Import Quota
#AIQ) System, which operates in the same manner as the IQ
system except that an Import Quota Allocation Certificate is
automatically issued and there is no ceiling on imports. All
items not on the IQ or AIQ lists are under Automatic Approval
(AR). The only requirement for AA items is that an importer
obtain a license or import authorization from a foreign exchange
bank. No governmental approval is required.

Japan strongly maintains that items on the AIQ list are
for all practical purposes treated in the same manner as AA
items. Japan does not consider the requirement to obtain a
license under AIQ to be burdensome and maintains it exercises
the AIQ control only for statistical purposes. In December
1968 the Japanese assured the United States that licenses for
AIQ items would be issued within 2 days of application and
pointed to the fact that no item has ever been returned to IQ
once placed on AIQ. The United States considers the Japanese
contentions to be valid in part but maintains that the AIQ
poses a burden on importers, is subject to possible abuse, and
thus has a limiting effect on trade.

Efforts of the United States over several years to
persuade Japan to remove her remaining quantitative restrictions
and abide by her GATT commitments met with only limited success
and the United States decided in 1968 1/ that it would have to

i/ Prior to this time, the U.S. had held a series of bilateral
talks with the Japanese, beginning in Dec. 1967 and aimed
at relaxation of investment controls and import, liberaliza-
tion in the automobile sector. The Japanese response in
August consisted of a minor commitment to increase imports
of auto engines and parts annually until full liberalization
became effective in 1972, Japan also agreed to place her
full Kennedy Round tariff reduction on large autos (from 35
percent to 17.5 percent) in effect April 1, 1969.
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obtain substantial elimination of the remaining controls or
consider taking retal atory action against Japan under Article
XXIXII of the GATT.

" hronological Summary of Recent U.S.-Japan
Bilateral Discussions

The history of these U.S.-Japan discussions and Japan's
response is as follows: :

1) 1In the fall of 1968, during the GATT Session, the
United States requested repeal of the import quota restrictions,
with emphasis on products of particular interest to the United
States. The Japanese responded to this request by asking that
a U.S. delegation come to Tokyo where they would give us their
reply and discuss the problem further.

On December 17, 1968, the Japanese Government issued
a broad policy statement promising an extensive review of its
import quotas and "liberalization of a substantial number of
items during the next two or three years",

2) In late December 1968, a U.S. delegation in Tokyo
discussed Japan's quota restrictions again as well as the entire
Japanese licensing and import deposit systems. The results of
these discussions were inconclusive, but some progress was ma:le
in obtaining commitments for liberalization. The United States
decided to await future developments before deciding whether it
should take retaliatoxy action.

3) The subject of trade liberalization was discussed
further by Secretary Stans when he visited Japan in May 1969.

4) The subject was discussed again at the July 1969
meeting of the U.S.-Japan Committee for Trade and Economic
Affairs. At this meeting, the Japanese announced their inten-
tion to repeal a considerable part of the remaining import
quotas by the end of 1971.

5) In the fall of 1969 the Assistant Secretary of State
for Economic Affairs Trezise visited Tokyo for further disqussion
of trade liberalization.

6) Japan's commitments for trade liberalization were
reaffirmed by Prime Minister Sato during his talks in Washington
in November 1969,
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.7) Japanese import restrictions have been the subject of
continued discussions between U.S. officials in Washington and
the Japanese Embassy, and between the U.S. and Japanese Govern-
ment officials in Tokyo and Geneva.

Summary of Liberalization Actions

As a result of these discussions, Japan, in a series of
actions, beginning on April 1, 1969 (see Attachment 3) removed .
quotas from a large number of items and assured that liberali-
zation of other items would take place during 1970 and 1971. In
total, these actions liberalize 14 complete four-digit categories
and parts of 94 categories (see Attuchment 1). Two whole
categories and parts of 8 others move to the AIQ list and the
remainder to the AA list. 1In addition, Japan xemoved 71 whole
BTN categories and parts of 130 others from the AIQ list.

The following table summarizes the number of items under
quantitative import restrictions on April 1, 1968 and 1970,
as well as the items scheduled to remain under control on
January 1, 1972:

Number of Items Under Import Control

IQ AIQ
BTN BTN BTN BTN
Date {whole) (part) {whole) (part)
April 1, 1968 34 187 - 87 280
April 1, 1970 28 145 33 140
Jan. 1, 1972 20 93 N.A. N.A.

In addition to the elimination of a sizeable number of
restrictions, Japan has effected several other liberalization
measures since 1968 of special interest to the United States.
These include:

(1) Increased quotas for several products of export
interest to the United States. Agricultural quota increases
apply to dried peas and kidney-type beans (pinto, great northern,
navy, and lima beans); fresh oranges and grapefruit; fruit juices;
tomato juice, ketchup, and sauce; small kernel peanuts; and
sausages 2nd other processed meat and meat products. In addition, a
special quota for high quality beef for hotels in Tokyo was estab-
lished.

In preparation for complete liberalization of certain
industrial categories, Japan is also gradually increasing their
quotas.
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(2) During the visit of the Assistant Secretary of State
for Economic Affairs in Tokyo in the fall of 1969, the Japanese
agreed to advance the full Kennedy Round tariff reduction on
soybeans, the leading U.S. agricultural export to Japan.

(3) Effective October 20, 1969, Japan reduced from 5
percent to a uniform 1 percent the import deposit required at
the time an import license is issued. Previously, although the
1 percent rate was applicable to most raw materials and machinery,
a number of consumer iteas were subject to a 5 percent levy. The
import deposit, which had been required in cash, could thereafter
be paid in cash, eligible securities, or bank guarantees.

summary of Items ﬁemaining Under
Import Quota Control on January 1, 1972

As indicated above, in accordance with Japan's current
liberalization plans, which may be stepped up, import quotas
will remain in force on January 1, 1972 on 20 whole categories
and parts of 93 categories. These items are listed in Attachment 2.

) U.S. commercial interest in this list varies from item to
item with the United States having very large trade interest in
some items and very little or no trade interest in others.

On the industrial side the items of major trade interest
include, but are not limited to, computers and parts; light
airplanes; airplane parts; radar and navigational equipment;
, and coal.

In the agricultural sector the items of chief interest to
the United States remaining under control include meats, fruits,
and prepared and canned food products. A number of important
agricultural products that the U.S. exports to Japan in large
volume, such as wheat and tobacco, can be imported only by state
trading organizations.

U.S. Position

Over the past two years, the United States has concentrated
on accelerating the reduction and removal of Japan's restrictions
on trade. The Japanese Government, recognizing the need for
action, has initiated a gradual program of liberalization and
has indicated willingness to consider additional relaxations of
its restrictions. Unfortunately, Japun's liberalization efforts

44-813 0 - 70 - 13
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have not kept pace with its increasing economic growth and
international competitiveness. The result has been a widening
gap between the Japanese liberalization schedule and its
capacity for eliminating its import restrictions.

Therefore, the Administration intends to continue to press
for complete liberalization of Japan's restrictions. Japan
clearly understands that this target must be reached within a
reasonable time or the United States will have to consider )
appropriate counter-measures. In the interim, the United States
maintains its 1968 position -~ that counter-measures will be
deferred as long as the process of Japanese liberalization
continues to accelerate. This is consistent with the United
States belief that U.S.-Japan trade problems are best resolved
through the mutual expansion rather than contraction of trade.

Attachments:

1) 1Items liberalized since 1968 or scheduled for
liberalization by January 1, 1972

2) 1Items scheduled to remain under Japan's Import
Quota System after January 1, 1972

3) sSummary of Japanese Liberalization Announcements

4) Japanese Imports - By Licensing System
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JAPAN

Items liberalized since June 1, 1968 or scheduled for liberali-

zation by January 1, 1972 (scheduled items are indicated by an

asterisk)

Item Number

*

ex01.01

ex02.,05

ex07.06

€x08.01-3
ex08.02~1
€x08.02~3
ex08.04-1
€x08.06

2x08.10

€x08.11-3

€x09.01-1- (2)

09.02-1- (1)
09.02-1- (3)

ex10.07-3

Lescription of Goods

Live horses

Unrendered pig fat free of lean meat, fresh,
chilled, frozen, silted, in brine, dried or
smoked

Manioc,

Dates, dried

Limes, fresh

Grapefruit, fresh

Grapes (Vitis vinifera), fresh
Apples, fresh

Pineapples (whether or not cooked), preserved
by freezing, not containing added sugar

Grapes, apples and limes, provisionally
preserved by sulphur dioxidé gas or other
preservative gases

Other coffee, excluding those in containers
of net content less than 400 grains

Black tea, put up for sale by retail
Other black tea

Kao-liang and other grain sorghums, excluding
those purchased by the government and those to
be used as materials for compound feeds under
the supexvision of the Customs [ef. Subitem 8,
Item 3 Lelow]

"ex" before an item indicates part of a category.



Item Number

11.04

* 11.05
11.09
* ex12,01-2
* 12.01-3
* 15,07-1
* 15,07-2
* 15.07-3
* 15,07-4

* exl5.07-5

* ex15.07-14

* 15.13-1
* ex15.13-2

* 16.01

exl6.04-2

* ex16.05-1

* 17.04-1

* ex19.02

* ex19.03
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Description of Goods

Flours of the fruit falling withing any head-
ing in chapter 8 of the Customs Tariff Schedules

FlSur, meal and xlakes of potato
Gluten and gluten Zlour, roasted or not
'
Peanuts for oil extraction
Rape seede and mustard seeds
Soya bean oil
Ground-nut oil
Rape seed o0il and mustard seed oil
Sunflower seed oil
Cottonseed oil, excluding those to be used
for manufacturing mayonnaise [ef. Subitem 8

Item 3 below]

Corn oil, safflower seed oil and sunflower
geed oil

Margarine
Shortening

Sausages and the like, of meat, meat offal or
animal blood

Preparations of roes of cod (including Alaska
pollack) and of herring, excluding those
sterilized by heating in airtight containers

Scallops, adductors of shellfish and cuttlefish,
smoked ’

Chewing gum
Cake-mixes

Macaroni, spaghetti, vermicelli and noodle



Item Number

. * 19.04

* ex19.05

* ex20.03

* ex20.07

* ex21.07-2- (1)

* ex22.02

22.04

22.05
22.06

* ex22.09-1- (1)

ex22.09-1-(1)-B
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Description of Goods

Tapioca and sago; tapioca and sago substitutes
obtained from potato or other starches

Prepared foods obtained by the swelling or
roasting of cereals or cereal products (puffed
rice, corn flakes and similar products) ex-
cluding preparations other than those of rice, -
wheat, barley (including naked barley) and
corn flakes

Pineapple preserved by freezing, containing
added sugarx

Lemon juice

Bases for beverage, non-alcoholic, excluding
Korean ginseng tea

Lemonade, flavoured spa waters and flavoured
acrated waters, 2ud other non-alcoholic
beverages, containing added fruit juices, not
including fruit and vegetable juices falling
within heading No. 20.07 of the Customs Tariff
Schedules , excluding fruit nectar

Grape must, in fermentation or with fermen-
tation arrested otherwise than by the addi-
tion of alcohol

Wine of fresh grapes, grape must with fermen-
tation arrested by the addition of alcohol

Vermouths, and otlier wines of fresh grapes
flavoured with aromatic extracts

Whisky

Bottled Bourbon Whisky_ -
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Ttem Number Description of Goods
22.09-1~(2) Brandy (including cognac)
ex22,09-2-(1) Liqueure (excluding clixier Korean ginseng)
ex23.01 Flours and meals, of whale meat .

* ex23.03 Residues of starch manufacture from manioc,

arrowroot, salep, Jerusalem artichokes, sweet
potatoes and other similar roots and tubers,
or sago

* 23,04-1 Oil-cake and other residues resulting from
the extraction of soya bean oil

* .ex23.04-2 Oil-cake and other residues resulting from
the extraction of rape seed o0il or mustard
see¢d o0il

ex23.07-2 Certain compound feeds (pet foods)

* 25,02 ; Unroasted iron pyrites

* exés.04-2 Other nautral graphite, amorphous

* 26.01-5 Tungsten ore

* 27.04 Coke and semi-coke of coal, of lignite or of
peat 8

* 28,42-1 ‘ Soda ash

* 29,23-3 Sodium glutamate

29,43-1 Malt sugar
29,43-2 Sorbose

ex29,43-3 Other sugars (hexoses and disaccharides)



Item Number

* ex29.44-2

ex33,04-1

ex330.4-2
37.02-1-(1).
* 37.02-2-(2)

41.03-1

* ex41.08

* ex42.03-1

* ex42.03-2

* ex44.02

ex46.02-1

ex46.03-2
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Description of Goods

ntibiotics, other (chloramphenicol, tetra-

cycline and cycloserine, excluding prepara-
tions of derivatives of chloramphenicol or
tetracycline)

Fruit flavours, of an alcoholic strength of 10
degrees or higher containing fruit juices

Other fruit flavours, containing fruit juices
Cinematographic colour £ilm
Other colour film

Sheep and lamb skin leather, dyed, coloured,
stamped or embossed

Patent leather and imitation patent leather,
excluding imitation patent leather manufac-
tured leather falling within heading No.
41.05 of the Customs Tariff Schedules

Articles of apparel of leather or of composi-
tion leather, containing furskin or combined
or trimmed with precious metals, rolled

. precious metals, metals plated with precious

metals, precious stones, semi-precious stores,
pearl, coral, elephant's tusks or "Bekko"

Articles of apparel of leather or of composi-
tion leather, other

Wood charcoal (including shell and nut
charcoal), agglomerated or not excluding
coconut-shell charcoal

“Wara mushiro" (a kind of straw mats)

"Wara mushiro" (a kind of straw sack used
for the packing of goods)



Ytem Number

ex53.11

* 54.02

* 58.10
T * ex64.05~1

70.06

* ex71.03-2

ex73.15-1-(3)

* 82.07

ex84.01~1

* ex84.06~1- (1)

ex84,06~1- (3)
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Pescription of Goods

Woven fabrics of sheep's or lamb's wool or
of fine animal hair, containing not less than
30% by weight of sheeps or lamb's wool or
fine animal hair, exc.uJing those used for
piano

Ramic, raw or processes but not spun, ramic
noils and waste (including pulled or garnet-
ted rags) ’
!

f
Embroidery, in the piece, in strips or in

motils
Parts of footwear of leather

Cast, rolled, drawn or blown glass (including
flashed or wired glass) in rectangles, surface
ground or polished, but not further worked

Synthetic precious or semi-precious stones
other (other than polished, perforated or
similarly worked) :

Alloy tool steel, free cutting steel, and
alloy hollow mining drill steel

Tool-tips and plates, sticks and the like for
tool-tips, unmounted, of sintered metal car-
bides (for example, carbides of tungsten
molybdenum or vanadium)

Steam generating boilers, with a gererating
capacity of more than 1,300 tons per an houxn

Internal combustion piston engines for motor
vehicles (those for motor vehicles (excluding
three~wvheeled motor vehicles) falling within
heading No. 87.02 and No. 87.03 of the
Customs Tariff Schedules)

Outboard motors with a rating of not less
than 10 HP but less than 20 HP



Ytem Number

* ex84.06~1-(4)

* ex84.06-2

ex84,35-1

ex84.41-1- (2)

ex84.45-1- (1)

exB84.45-1~- (2)

exB4.45-1-(3)-A

ex84.45-1~(3)-B

ex84.45-1-(3)-C

ex84.45-1-(3)-D

exB4.45-1~ (4) -A
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Description of Goods

Water cooling diesel engines, with a rating
of more than 100 HP but less than 1,000 HP

Parts of intecrnal combustion piston engines
(pistons, connecting rods and cylinder blocks
for internal combustion piston engines)

Automatic printing machines of the relief
and litographic, sheet fee type excluding
offset press with a size not more than 364
ma X 515 mm

Other sewing machines, (excluding straight
line lock-stitching industrial sewing machines
of not less than U.S.540.00 per set in CIF
value)

Lathes manufactured one year or more ago

Drilling machines and boring machines,
manufactured one year or more ago

Universal tool milling machines, manu-
factured one year or more ago

Profile milling machines (including die-
sinking machines), equipped with one or two
milling spindle, of a working surface less than
1 square metex, excluding hand operated

type machines and cain type, manufactured one
year or more ago

Plano-millexs, with a table not more than
2,000 mm in width, manufactured one year or
moxe ago

Other plano-millers; other milling machines
manufactured one year or more ago, excluding
other plano-miller in the foregoing

Planers, with a table not more than 2,000 mm
in width, manufactured one year or more ago



Tariff Item
84.45-1-(4)-B

ex84.45-1- (5)

ex84.45-1- (6)

ex84.45-1- (7)

* 84.51-1-(1)

z 84.52-1- (2)

* ex84.52

ex84.63-2

ex85.01-1

ex85.21-1

* ex85.21-2

ex87.02-1
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Pescription of Goods

Other planers

Grinding machines, manufactured one year
or. moxe ago

Gear cutting machines and gear finishing
miachines, manufactured one year or more ago

Machine tools, other, manufactured one year
or morxe ago

Typewriters designed to work in electrical
connection with digital type electronic
computers

Othexr typewriters, western type

Electronic calculating machines (table type)
with memory capacity of less than 2,000 bits,
without printer

Crank shafts

Electric generators with a rating of more
than 400,000 kilo-watts

. Thermionic-valves and tubes of not less than

U.S.$5.00 pexr piece in CIF value (excluding
cathode ray tubes for television receivers)

Mounted transistors and similar mounted
devices incorporating semi-conductors (digi-
tal type integrated circuits; linear type in-
tegrated circuits with not less than 35 ele-
ments in circuit)

Motor vehicles for the transport of persons
(including racing cars, passenger ‘jeeps and
combined passenger carxgo carts, but not
including buses falling with heading No.
87.02-2 of the Customs Tariff Schedules,
special transport vehicles such as ambulances
and motor vehicles of track-laying type)
(those once purchased by end-users) (excluding
three-vwhecled passenger motor cars)
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Tariff Item Description of Goods

exB7.02-4~(3) Chassis fitted with engines and cabs (those
for the transport of persons)

exB87.04 Chassis, fitted with engines, for the motor
vehicle~ falling within heading No. 87.01
or 87.02-1 of the Customs Tariff Schedules



JAPAN

Ttems scheduled to remain under Japan's Import Quota system

after Januarv 1, 1972

Tariff Ytem No.

ex01.02

01.03

ex02,01-1

ex02,01-2

02.06-1

ex02.06-2

ex03.01-2-(2)

ex03.02-1

ex03.02-2-(1)

ex03.02-2-(2)

Description of Goods

Live animals of the bovine species, excluding
buffaloes ’

Live swine
Meat and offals, of bo-.ne animals, £resh,
chilled or frozen, excluding tongue and

internal organs

Meat and offals, of pigs, fresh, chilled or
frozen excluding tongue and internal organs

Ham and bacon

Meat and edible offals, of bovine animals
and pigs, salted, in brine, dried or smoked

Herring, cod (including Alaska pollack),

yellow-tail, mackerel, sardines, horse-mackerel

and sauries excluding roes of yellow-tail,

oxr mackerel, of sardines, of horse-mackerel
and of sauries, fresh (live or dead), chilled
or frozen

Hard roes of cod (including Alaska pollack)
and of herring, salted, in brine, dried or
smokad

Cod (including Alaska pollack), herring,
yellow~tail, mackerel, sardines, horse-
mackerel and sauries, salted, in brine, or
dried; "Niboshi" (small boiled and dried fish
for seasoning use)

Cod(including Alaska pollack), herring,
mackerel, sardines, yellow-tail, horse-
mackerel and sauries smoked

"ex" before an item indicates part of a category.
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" ‘pariff Ttem No. Description of Goods

ex03.03-2- (1) Scallops and cuttlefish, live; scallops, adduc-

ex03.03-2-(2)

tors of shellfish and cuttlefish, fresh, chilled
or frozen

Scallops, adductors of shellfish 2nd cuttlefish,
salted, in brine or dried

ex04.01 Sterilized milk and cream and other cream
with fatty content 13% or more, fresh, not
concentrated or sweetened
04.02 Milk and cream, preserved, concentrated or
sweetened
04.03 Butter
04.04-1 Processed cheese
ex04.04-2 Othex cheese (excluding natural cheese and curd)
07.05-1 Small red beans
ex07.05-2 Broad beans and peas, excluding seeds for
growing vegetables
ex07.05-4 Other dried leguminous vegetables, excluding
seeds for growing vegetables
ex07.06 Arrowroot, salep, Jerusalem artichokes, sweet
potatoes(excl. fresh sweet potatoes) and other
similar roots and tubers with high starch or
inulin content, fresh or dried,whole or sliced;
sago pith
ex08.02-2 Orange, fresh
ex08.02-4 Tangerines, fresh
ex08.11-2 Oranges, provisionally preserxved by sulphur
dioxide gas or other preservative gases
ex08.11~3 Grapefruit, tangerines, (Vvitis vinifera)
and provisionally preserved by sulphur
dioxide gas or other preservative gases
10.01 Wheat and meslin

10.03

Barley (including naked barley)
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Tariff Ttem No. Description of Goods
10.06 Rice
11.01-1 wWheat, flour
ex11.01-2 Rice flour, barley flour (including naked

barley flour) and flours of kac-iiang and
other grain sorghums

exli.02-1 Groats and meal of wheat and rice, excluding
germs thereof; other worked wheat and rice
(for example, rolled, flaked, polished,
pearled or kibbled, but not further prepared),
except husked, glazed, polished or broken
rice excluding germs thereof

exll.02~2 Groats and meal of barley (including naked
barley) and Kao-liang and other grain
sorghums; other worked barley, (including
naked barley) and kao-liang and other grain
soxrghums (for example, rxolled, flaked,
polished, pearled or knibbled, but not
further prepared)

11.06 Flour and meal of sago and of manioc,
arrowroot; salep and other roots and tubers
falling within heading No. 07.06 of the
Customs Tariff Schedules

11.07 Malt, roasted or not
11.08 Starches; inulin

ex12,01-2 Ground nuts

ex12.07-5Y/ Coca leaves

ele.O?-lli/ Cannabis plant and poppy straw
12.08-2-(1{ Edible seaweeds, formed into rectangular

papery sheets not more than 430 square-
centimeters per piece

12.08-2~(2) Seaweeds of genus Porphyra and other
seaweeds mixed with genus Porphyra, edible,
excluding those falling within heading No.
12.08-2- (1) of the cCcustoms Tariff Schedules
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Tariff Item No.

Pescription of Goods
ex12.08-2-(3)

Other edible seaweeds (genus Enteromerpha,
Monostroma, Kjellmaniella and Lamineria)
\ex13.03-9-(2) -BY/

A

Resin, extracts and tinctures of cannabis
raw opium and crude cocaine
14.05-1 Tubers of Konnyaku (Amorphophallus) whether
\ or not cut, dried or powdered
exl4. 05-2- (2)

Other seaweeds (genus Porphyra, Enteromorpha,
Monostroma, Kjellmaniella and Laminaria)

Dates, denatured
ex16.02%2

Other prepared or preserved meat and offals,

of bovine animals or pigs; other preparations
17 .0 o"'l

chiefly consisting of meat und offals of
bovine animals or pigs

Rock candy, cube sugar, loaf sugar and simi-
17.01-2-{

lar sugar, of beet sugar and cane sugar

Other beet sugar and cane sugar
17.02-1 K Grape sugar, not containing added sugar
17.02-2 2 Malt sugar, not containing added sugar

b
ex17.02-3 i Milk sugar (not containing added sugar),
b less than 90% pure milk sugar content
17.02-4-(1) 3

lar sugar

Rock candy, cube sugar, loaf sugar and simi-
17.02-4-(2)-B

% Other sugar
17.02-5 éSugar syrup
17.02-6 ECaramel

17.02—7' %rtificial ﬁoney
17.02-8

17.03

s

éugars and syrups, other
Mblasses, whether or not decolourised
exl7.04-2-(2) .

Oéher sugar confectionery (excluding cough
drops)



Tariff Item No.

17.05

18.06-1

ex18.06~2- (1)

ex19.08-1

€x19.08-2
20.02-2-(1)
ex20.02-2-(2)
€x20.05
20.06-1-(1)
ex20.06-1-(2)
20.06-2-(1)
' ex20.06-2~ (2)
20.07-1-(1)
ex20.07-1-(2)

ex20.Q07-2

21.04-1-(1)

ex21.04-1- (2)

ex21.07-1
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Deserxiption of Goods

Flavoured or coloured sugars, syrups and
molasses, but not including fruit juices
containing added sugar in any proportion
Chocolate confectionery

Other food preparations containing cocoa
and added sugar, in powdex, plate or lump

Cookies, biscuits and crackers containing
added sugar

Cookies, biscuits and crackers, other
Tomato puree and tomato paste

Mashed potatoes znd potato flakes

Fruit puree and fruit pastes

Pineapples containing added sugar or spirit
Fruit pulps containing added sugar or spirit
Pineapples, other

Other fruit pulps and roasted ground-nuts
Fruit juices containing added sugar

Other fruit juices, excluding soebases

Tomato juice, the dry weight content of
which is less than 7%

Tomato ketchup and tomato sauce

Mixed seasonings, chiefly containing of
sodium glutamate

Food preparations cortaining added sugar,
excluding rations, peahut butter and Korean
ginseng tea
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Tariff Item No. Description of Goods

ex21.07-2-(2) Ice cream powder, prepared milk powder for
infants and other preparations maintly con-
sisting of milk; food preparations of
seaweeds (genus Porphyra, Enteromorpha,
Monostroma, Kjellmaniella and Laminaria);
"mochi" )roce-cake), cooked rice, raosted rice,
flours, enriched rice with vitamin and other
similar food preparations of rice, wheat and
barley (including naked barley)

ex22.02 Fruit nectar

22.08 Ethyl alcohol, undern&fﬁred,’of a strength
eighty“degrees or higher; denatured alcchol
of any strength

ex23.01 Flours and meals of fish, residues of fish,
unfit for human consumption

ex23.07-2 Compound feeds, excluding those of more than
¥70 per kilogrammes in CIF value (put up for
sale by retail, in.containers of a capacity
not more than 25 KG in net weight) (excluding
those containing not less than 35% by weight
of crude protein) and residues falling within
heading No. 23.03 of the Customs Tariff Schedules
(excluding residues of starch manufacture)
pelletized by the addition of molasses (not
more than 25% by weight of added molasses):
and fish soluble unfit for human consumption

24.01 Unmanufactured tobacco; tobacco refuse
24,02 Manufactured tobacco; tobacco extracts and
essences
ex25.01 __COmmBn salt (including rock salt, sea salt
and table salt; puxe sodium chloride; salt
liguors
ex25.03 Sulphur of all kinds (excluding insoluble

sulphur) , other than sublimed sulphur, pre-
cipitated sulphur and colloidal sulphur

ex25.32-1—(2)l/ Ores of radio-active elements
ex26.01-8 Y/ Gold ore and metal ore of radio-active element
ex26.03-2Y/ Slag of gold

43-8130~-70-14



Tariff Item No.

27.01

27.02

ex27.10-1~(3)

ex27.10-1- (4)

ex27.10-1~ (6)

ex28.50 Y/

28.52-1 1/

€x29.05-2- (1)
ex29.22—5y

ex29.23-4 Y/

ex29.25-51/

ex29.27-31/

ex29.35-11 Y/
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Description of Goods

Coal; briquettes, ovoids ©nd similar solid
fuels manufactured from coal

Lignite, whether or not agglomerated

Gas oils, excluding those in containers of
a capacity less than 300 liters

Heavy fuel oils and raw ¢ils, excluding those
in containers of a capacity iess than 300 liters
and raw oils for refining

Other petroleum o0ils and oils obtained from
bituminous minerals, excluding those in con-
tainers of a capacity less than 300 litexrs

Pissile chemical elements and isotopes, com-
pounds, inorganic or organic, of such elements
or isotopes whether or not chemically defined;
alloys dispersions and cermets, containing any
of these elements, isotopes or compounds

éompounds, inorganic or orxganic, of thorium
or of uranium depleted in U235

Menthol
Phenyvl-aminopropane and its salts

Methadone group synthetic narcotic drugs
excluding those having the morxpholine nucleus

Aniline group synthetic narcotic drugs

Methadone group synthetic narcotic drugs
excluding those having the morpholine nucleus

Aninobutane group synthetic narcotic drugs,
aniline group synthetic narcotic drugs, benzi-
midazole group synthetic narcotic drugs,
benzomorphone group synthetic narcotic drugs,
methadone group snythetic narcotic drugs (those
having the morpholire nucleus), morphinan
group synthetic narcotic drugs and pethidine
group synthetic narcotic drugs



Tariff Item No.

ex29.42-1 ¥/
ex29.42-3-(3) ¥/
ex29.42-3- (6)Y/

ex30.02-)

ex30.02-2

ex30.03-4 &/

€x33.01-1~(3)

35.05

36.01 &/

36.02 Y/
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Description of Goods

Opium alkaloids and their derivatives
(narcotic drugs)

Begonine, cocanine, cocaine hydrochloride
and concaine sulphate

Ephedrine and its compounds; compounds of
ecgonine

Microbial vaccines {excluding yellow fever
vaccine, distemper vaccine combined dis-
temper vaccine, mink enteritis vaccine mink
enteritis vaccine combined with clostretium
botulinum type C toxoid)

Inmune scrum (excluding distemper serum
and combined distemper serum)

Preparations containing phenylaminopropane,
phenylmethylaminiopxopane cr any of their
salts; preparations of opium alkaloids ox
their derivatives (narxcotic drugs), prepara-
tions of ecgonine, cocaine, cocaine hydro-
chloride or cocaine sulphate; preparations

of aminobutane group synthetic narcotic drugs,
aniline group synthetic narcotic drugs, ben-
zimidacole group snythetic narcotic drugs,
benzomorphane group synthetic narcotic drugs,
methadone group synthetic narcotic drugs
{including those having the morpholine nucleus),
morphinan group synthetic narcotic drugs or
pethidine group snythetic narcotic drugs

Peppermint oil (excluding peppermint oil of
mitcham type) and crude peppermint oil

Dextrins and dextrin glues; soluble or
roasted starxches; starch glues

'Propellent powdérs

Prepared explosives, other than propelent
powders
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Tariff Item No. pescription of Goods

36.03 1/ Mining, blasting and safety fuses
36.04.1/ Percussion and detonating caps:; igniters

and detonators
ex38.12-2 Prepared dressings for starching

41.02 Bovine cattle leather (including buffale
leather) and equine leather, except leather
falling within heading No. 41.06, 41.07 or
41.08 of the Customs Tariff Schedules

41.04-1 Goat and kid skin leather, dyed, coloured,
stamped or embossed

ex64.02-1 Footwear {excluding those for sports and
slipper), with the uppers of whole leather
or of furskin and leather in part

ex64.02-2- (1) Footwear (excluding those for sports and
slipper), with outer soles of leather and
with the uppers of leather in part

ex71.11-2 &/ Goldsmith!,silversmiths' and jewellers'

sweeping residuse, lemels and other waste
and scrap of gold and gold alloys

81.0%-1 174 Uranium depleted in U235 and articles thercof

ex81.04-2—(3)3/ Unwrought powders, flakes, waste and scrap
of thorium

ex81.04-3 vy Thorium and articles thereof, cermeft containing
thorium and articles thereof

ex84.05-1- (1) Steam turbines, with a rating of more than
400,000 kilo-watts

84.08-1-(1) Engines and motors for aircraft



Tariff Item No.

84.08-2-(1)

ex84,52-1- (1)

84.53-1

84.53-2

84.54-1

ex84.55

84.59-6 1/
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Description of Goods

Parts of engines and motors for aircraft

Digital type electroric computers and the
machines of following descriptions, if
imported with digital type electronic com-
puters; input units, output units, input-
output units and memory units, designed to
work in electrical connection with the com-
puters above, and controllers belonging to
the machines of all the foregoing

Digital type electronic computers and the
machines of following descriptions, if im-
ported with digital type electronic comput-
ers, excluding electronic calculating punches
with self~contained mechanism for reading

and punching cards; input unit, output units,
input-output units and memory units, designed
to work in electrical connection with the
computers above, and controllers belonging

to the machines of all the foregoing

Input units, output units and input-output
units designed to work in electrical connection
with digital type electronic computers (other
than those specified in heading No. 84.53-1

of the Customs Tariff Schedules)

Input units, output units, input-output units
and memory units designed to work in electrical
connection with digital type electronic
computers; magnetic tape converters and
magnetic tape printers used together with

those machines

Parts sutiable for use solely or principally
with machines of kind falling within heading
No. 84.51-1-(1), 84.52-1-(1), 84.53-1,
84.53-2 or 84.54~1 of the Customs Tariff
Schedules

Nuclear reactors and parts thereof



Tariff ITtem No.

ex85.13

ex85.15-3

ex85.15~4

85.22-1

ex85.22~2

87.08 1/

88.01Y
88.02

88.03
88.04 Y/
88.05 Y/

ex89.01 l/

ex90.28-3 1/
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Description of Goods

Telephone switchboards and exchanges
(electronic system) ;

Radar apparatus (for aircraft)

Radio navigational aid apparatus for aircraft

-and radio remote control apparatus for aircraft

Controllers for digital type electronic
computers or for the machines of following
descriptions:input units, output units,
input-output units or memory units designed
to work in electrical connection with the
computers alove, and magnetic tape converters
or magnetic tape printers used together with
the machines of all the foregoing

Other electrical goods and apparatus (those
suitable for use solely or principally with
machines of a kind falling within heading

No. 85.22-1 of the Customs Tariff Schedules)

Tanks and other armoured fighting vehicles,
motorized, whether or not fitted with weapons
and parts of such vehicles

Ballons and airships

Flying machines, gliders and kites; rotochutes

Parts of goods falling in heading No. 88.01
or 88.02 of the Customs Tariff Schedules

Parachutes and parts thereof and accessories

thereto

Catapults and similar aircraft launching
gear; ground flying trainers, part cf any
of the foregoing articles

Warships

Instruments of apparatus for measuring ox

"detecting alpha, beta, gamma, X-ray, cosmic

or similar radiations (those containing
nuclear fuels materials)
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93,00 Y/

93.02 ¥/

93.03 Y/

93.04 Y/

93.05 X/

93.06 1/

93.07 X/
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Description of Goods

Side-arms (for example, sword, cutlasses
and bayonets) and parts thereofZ and scabbards
and sheaths theieof

Revolvers and pistols, being £ircarms

Arxtillery weapons, machine-guns, sub-machine-
guns and other military firearms and projectors
{(other than revolvers and pistols)

Other firearms, including very light pistols,
pistols and revolvers for firing blank am-
munition only, line-throwing guns and the like

Arms of other descriptions, including air,
spring and similax pistols, rifles and guns

Parts of arms, including roughly sawn gun
stock blocks and qun barrel blanks, but
not including parts of side-arms

Bombs, grenades, torpedoes, mines, guided
weapons and missiles and similar munitions

of war, and parts thereof; ammunition and
parts thereof, including cartridge wads; lead
shot prepared for ammunition

1/ National Security Item
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Summary of Japanese Liberalization Announcements

Since April 1, 1969

1. on April 1, 1969, Japan raaoved import quotas on all
or part of six feur-digit BTN categories.

2. On October 1, 1969, Japan shifted 133 items from the’
AIQ to the AA list. In addition, two items were liberalized
from the IQ to the AA list, and three more items were trans-
ferred from IQ to AIQ.

3. In an announcement dated October 17, 1969, Japan
released a list of 55 items to be removed from the IQ list by
January 1, 1972. No categories were officially liberalized at
this time.

4. On February 14, 1970, nine items, all of which were
part of the 55 scheduled for liberalization, were removed from
the Import Quota list. Five went directly to Automatic Approval
and 4 were transferred to AIQ.

5. Effs “tive April 1, 1970, Japan announced liberalization
of 11 items previously under iriurt quotas. Six items went
directly to Automatic Approval, while 5 were shifted to the
AIQ list. 1In the same an“suncement Japan added 5 items to its

list of 55 commodities to be liberalized by Deccmber 1971.
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Japanese ‘Imports - By Licensing System
1969 - $ Millions

From World From U.S.

TOTAL - ALL SYSTEMS $15,024 $4,090
Agricultural 922
Industrial 3,168

IMPORT QUOTA (IQ) 2,174 974
Agricultural (BTN Chap. 1-24) 222

Wheat & meslin ’ 133
Unmanufactured tobacco 49
Manufactured tobacco _4

Total 186

Industrial 752

Coal 365
Computers, parts & accessories ° 104
Afrcraft engines & parts 27
Alrcraft & parts 34

Total 530

Scheduled to be Liberalized by Dec. 1971

Agricultural 7
Industrial; 16
AUTOMATIC IMPORT QUOTA (ALQ) 1,851 610

AUTOMATIC AEPROVAL (AA) 10,999 2,506
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* Progress Toward Elimiﬁating Barriers to U.S. Exports
N ! M

. During the June 1968 hearings on foreign trade and tariff proposals, sum-

maries of progress in the elimination or reduction of trade barriers
maintained by our major trading partners in the General Agreement on
Tariffs and Trade were submitted to the Ways and Means Committee. The

“following material describes further actions taken by these countries in

. removing trade barriers since mid-1968.

:Australia-

In response to U.S. initiatives, Australia agreed on July 29, 1968 to a
temporary halt on its subsidy of canned peach exports to major markets.
The Australfan government did not reinstate the subsidy at the expiration

"of the one-year moratorium and is “not expected to _resume export payments

* on canned peaches. L

" and medicaments containing penicillin,

i

N Austria DR

Austrin removed import restrictions on matches in 1968 and on dead poultry
in 1969, In February 1969 in response to U.S. requests Austria revoked

its import fee on vegetable oilcake and agreed further that it would not
replace the fee with a domestic tax or other measure of equivalent effect.
A current draft procurement law proposes to eliminate discrimination )

:.againsc foreign firms in Federal Government procurement.

Benelux

[}
-

On January 1, 1970, the Benelux countries liberalized imports of penicillin

.

Canada.

Cat ~ya revised its antidumping legislation effective January 1, 1969 to
include a provision requiring a finding of injury to domestic industry
before an antidumping duty can be levied. The legislative change was
necessary for Canada to adhere to the GATT International Antidumping Code.

x
. 8
s x

Denmark

Denmark liberalized imports of fresh, and preserved peas and broccoli and

-certain f rmented beverages, such as cider, in 1968, Quantitative restric-

tions were removed on certain frozen or prepared fruits, macaroni and

spaghetti, and live sheep and goats except breeding animals, in 1969.-
Effective January 1970, frozen and canned spinach, roasted coffee and

v ffee subst\tutes containing coffee, and wines and vermouths of fresh
grapes were freed of import restrictions.
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Finland

In 1969 slight progress was made in easing credit restrictions on imported
automobiles., For cars imported from the United States and other countries,
the down-payment was reduced from 60 percent to 50 percent with 12 months
instead of 9 to pay the balance. For imports from certain bilateral
trading countries such as the USSR and Czechoslovakia, the minimum down-
payment required was reduced from 40 percent to 30 percent and the time

in which to pay the balance was increased from 18 months to 20 months.

France

In July 1969 quantitative restrictions were eliminated on aircraft of
weights up to 15 tons and on all helicopters, France also removed quan-
titative restrictions on the importation of pork lard and pork grease

that are to be used for industrial purposes only. While the French Govern-
ment recently agreed to liberalize licensing on semiconductors, importers
aye still encountering some difficulty in obtaining licenses,

Federal Republic of Germany

Import restrictions on processed cherries were eliminated in 1948.

Italy

In December 1968, Italy announced liberalization of salt and pure sodium
chloride, tulphur, citric acid and crude calcium citrate, tulle net
fabrics and mechanically-made lace .and lace goods, articles of gold, and
jewelry and other articles of precious metals, A bilateral quota was
established in 1969 for wines originating in and coming from the United
States, 1In March 1970, Italy reduced {ts border tax adjustments,

Japan

See separate paper on Japan.
New Zealand

The New Zealand Government exempted seventeen tariff items, mainly
ewchinery, from import licensing effective November 1968, 1Included in
these exemptions were equipment for bookbinding, papermaking. , rinting
glassworking, textile and cement industries. The 1970-71 Import Licensing
Schedule eliminates licensing requirements for a variety of items.,
Products which will no longer require {mport licenses after July 1, 1970
include electronic data processing machines, plastic raw materials in
powder and granular form, canned f£ish, pulses, certain iron and steel
shapes, pneumatic tires and tubes, knitting machines, certain musical
instruments, and outboard and inboard marine engines, As a resuit of
these exemptions, approximately 68 percent by value of all private (non-
governmental). imports will be free of import licensing controls after
July 1, 1970.



216

United Kingdom

In 1967 import restrictions were lifted on aircraft of an all-up weight
of over 4500 pounds imported from the dollar area. Similar restric-
tions were removed that year on most ‘ypes of pig meat. Also in 1967 .
the United Kingdom eliminated its 1% to 3% percent export rebates

which covered a broad range of products., The 50 percent import deposit
requirement imposed in late 1968 was reduced to 40 percent, effective
for a one-year period beginning Detember 1969, and more recently to

30 percent, The steel loyalty rebate of up to L 4 per ton initiated

in July 1967 was eliminated in June 1969,
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congressional Declaration

In his meisage accompanying the “Trade Act of 1969"
the President said that he "would welcome a clear statement
of congressional intent with regard to nontariff barriers
to assist in our efforts to obtain reciprocal lowering of
such barriers. But such a declaration is not intended to
be used as a "blank check". On the contrary, the President
pledged "to maintain close consultation with the Congress
during the course of any such negotiations, to keep the
Congress fully informed on problems ard progress, and to
submit for Congressional consideration any agreements which
would require new legislation. The purpose of seeking such
an advance declaration is not to bypass Congress, but to
strengthen our negotiating position."

Under the Constitution (Article I, Section 8) the
Congress has the power to "lay and collect" import duties,
Since 1934 Congress has periodically delegated to the
President prior authority to implement negotiated tariff
reductions. In order to stay within Constitutional limits
this delegation of authority has been limited and carefully
circumscribed.

Such a prior Congressional delegation of authority to
the President is probably not feasible in the case of non-
tariff barriers (NTB's), which are usually imbedded in a
variety of domestic laws, Because of their heterogeneous
nature there is no common standard applicable to them that
would lend itself to a general delegation of authority.
Therefore, unless Congress were to spell out in great
detail the specific measures that might be taken on various
individual NTB's, Congraessional action to implement NTB
negotiations would have to take place after rather than
before agreements were negotiated. In other words, NTB's
would have to be negotiated on an ad referendum basis,

The Executive has consistently taken the view that
the President has inherent constitutional power to nego-
tiate agreements with other countries and does not need
Congressional authority to do so. However, because of the
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¥

necessity to submit negotiated agreements to the Congress for
approval, the President's hand in NTB negotiations would be
greatly strengthened by a Congressional statement favorable
to them. Such a statement would in no way commit the Congress
with respect to any agreements that might be concluded. It
would greatly facilitate present U.S. efforts directed toward
the elimination and reduction of NTB's, if the Congress were
to indicate that it favors NTB negotiations, appreciates that
matters of U.S. domestic law and practice will be involved,
and is prepared to consider any specific agreements on their
merits.
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Summary of U.S. Government Efforts
to Identify Nontariff Trade Barxiers (NTB's)

Bureau of International Commerce (BIC) solicitations for NTB
complaints through Commerce Department Field Offices and
through the weekly publication International Commerce (1962-
1963) . .

Business and Defense Sexvices Administration (BDSA) Industry °
Conferences (1963). These meetings wexe held with 64 industries
covering the major areas of domestic economic activity in order
to allow the participating industries an opportunity to advise
Commerce on spacific foreign tarxiff and nontariff barriers -
affecting their exports for usce Ly the United States negotiators
in the Kennedy Round.

-

. BDSA/BIC Questionnaire Survey of Foxeign NTB's (1963). This

survey covered over 2,000 U.S. exporting firms for the purpose
of further documenting and estimating the effect on exports of
specific NTB problems for use in the Kenncdy Round.

Public Hearings bafoxre the Trade Information Comnmittee and the
Tariff Commicsion (1964) as provided fox by the Trade Expansion
Act to afford interested paxrlies the opportunity to prescent their
views conceraing any mattex relevant to trade agréement negotia-
tions.

Hearincs heforxe the Subcomaittee on Foreign Economic Policy of
the Joint Econcnic Committee (1987). The hearings preceded a
JEC reassescment of U.S. foreign trade policy following con-
clusion of the Kennedy Round in June 1967.

Public Hearings before the Trade Information Committec (1968)

on the Future of U.S. Foreign Trade Policy. Views of intercsted
parties were reflecled in the Report to the President on Future
U.S. Trade Policy submitled by the Special Representative for
Trade Negotiations in January 1969.

Hearings beforc the House Committee on Ways and Mecuns (L968) .
The hearings encompassed not only the Adninistration's trade
proposal but also a sexies of trade policy issues, including
NTB's.

Formatd operating procedures have been cstablished within the
Comnexce Department to deal with the wealth of data developed
through these praviocus sources. This system assures that
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(1) formal written recoxds of each NTB reported are system—
atically and promptly established; (2) decisions for appro-
priate action are made and agreed upon by country, trade
policy, and commodity speciplisis; (3) complainants are
informed of actions and results; and (4) periodic progress

reports are prepared.
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Tripartite Harmonization of Electronic Components Systems

-
-

The European scheme for electronic components represents an effort by

the West European countries to harmonize standards and qualit® assuranct
procedures in order to broaden the market for their electroniius indus-
tries. The scheme provides for the harmonization of specifications and
the establishment of compatible systems of inspection and quality control
in the participating countries. Products from approved manufacturing
plants will bear a mark of conformity, which signifies that they will be
acceptable in any of the participating countries without further testing.
This would make it possible to have longer production runs than are
possible with sales in only one country.

The designation "Iripartite" dexrives from the fact that the scheme was
developed by the Tripartite Committee on Standardization, which is made
up of standards experts from France, the Federal Republic of Germany

and the United Kingdom. After the Tripartite Committee, which began its
work on electronic components in 1967, had completed its first draft of
the Basic Rules for the system it invited repraesentatives from the
member countries of the European Electrical Standards Coordinating
Committeec (CENEL), which includes the EC and EFTA countries plus Finland,
to participate. Of these, Belgium, Deamark, Finland, Italy, The
Netherlands, Norway and Sveden took part in working out the details of

- the scheme. In 1969 the Tripartite Committee requested CENEL to take
over the administration of the scheme as far as the harmonization of
specifications is concerned. For this purpose CENEL set up the CENEL
Electronic Components Committee (CECC), which in April 1970 accepted

the final version of the Basic Rules. A separate organization with
similar memtership, the Electronic Components Quality Assurance
Committee (ECQAC) was established to supervise the inspection and
quality control aspects of the system. The participating countries hope
to produce the first harmonized specification by the end of this year and
have thz scheme in operation {n 1971 or 1972.

In 1968 the United States Government contacted the Governments concerned
to ascertain what effect the Tripartite scheme might have on exports of
U.S. electronic components te Western Europe (which amounted to $280
million in 1969). The information developed indicated that the scheme
could hamper U. 5. exports seriously because there was no way for them
to obtain the mark of conformity and they would hence be subject to
additional testing and expense. Accordingly, the U.S. Government made

44-83130-70-15
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scheme to be a potential non-tariff barrier to U.S. exports and
requested that arrangements be made for U.S. obdervers to attend
meetings at which the scheme was being developed. Although the
Tripartite Covernments were unwillin, to have non-European observers,
they authorized the British Ministry of Technology to send a
delegation to the United States in October 1969 to explain the
scheme and discuss its ramifications with U.S. Government and
industry representatives. As a result of the above meceting corre-
spondence was initiated on the possibility of U.S. participation in
an expanded international schemez for the harmonization of elec-
tronic components. Apparew.tly because of clearance problems among
the countries, however, rcplies from the European side were slow

in coming. Partly to specd things up and partly to clarify
questions about the operation of the scheme that had teen raised

{n Government and industry circles, a mission héaded by Deputy
Assistant Secretary of Conmerce Richard Simpson went to London,
Paris, Bonn, Milan (where the chairman of the CECC resides), and
Brussels (headquarters of the EC and NATO) to discuss the electronic
components scheme and ocher standardization questions. The mission
learned that the CENEL countrics had agreed to hold discussions with
the United States and other interested countries on how the CENEL
scheme could be expanded to a worldwide system. They made it clear
that the United States would have to agree to conform to the CENEL
system in order to participate. This would entail designating omne
organization competent to speak for the United States in matters
dealt with by the scheme, establishing a unified quality assurance
and inspection system and making some modifications in our Military
Specifications system.

represcntations to the Tripartite Governments t§at it considered the

The mission also confirmed its earlier impression that the electronic
components scheme was only the first in a series of harmonization
projects being developed in Europe for a wide range of products

such as pressure vessels, gas appliances, fire extinguishers, pipe-
lines, etec. These projects, if carried out in a discriminatory
manner, could also have a restrictive cffect on U.S. exports.

Discussions are now underway among the agencies and with industry
about the administrative and technical problems involved in U.S.
participation in the internationzl electronic components scheme and
other international harmonizstion projects. Meanwhile the United
States has submitted a formal complaint about the scheme to the GATT
Committee on Trade in Industrial Products which is currently examining
non-~tariff barriers of member countries.
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GENERALIZED TARIFF PREFERENCES FOR LDCs

The question of providing preferential tariff treatment for products

originating in LDCs--particularly their manufacturec--has been under discussion
in international forums (GATIT, OECD, UNCTAL; for several years., A consensus

has emerged in favor of the early establishment of a temporary non-reciprocal

and non-discriminatory generalized system of preferences for all LDCs in all

DC (developed country) markets. The objectives would be to increase LDC export
earnings, promote their industrialization, and accelerate their rates of economic
grouth, :

us Progosai

Following intensive study within the US Government, President Nixon announced

on October 31, 1969 that the US would participate in a temporary generalized
preference system subject to Congressional approval and would press for adoption
of a liberal preference system by all of the industrialized countries, He said
that we would seek a system which would eliminate the discrimination against
Latin Amerjca vesulting from existing special preferences: (e.g. in the Common
Market) and the reverse preferences which some DCs enjoy in some LDC markets.

On the basis of the President's decision, the US submitted a detailed preposal
“to the OECD on November 3, 1969 (see attachment). Key elements include: duty-
free entry for LDC manufactured and semi-manufactured products (except textiles,
shoes, petroleum and petroleum products) and a selected list of agricultural

. and fishery products; no built-in ceilings on preferential imports; reliance
on the standard escape clause and adjustment assistance as safeguards for
domestic industry. LDCs that grant reverse preferences, or that rececive
special preferences on products covered by the scheme, would not benefit from
US preferences. . -

Status of International Discussions

The US proposal and the proposals of the other prospective preference-granting’
countries were transmitted by OECD > UNCTAD on November 14, 1969. They will
be discussed with the LDCs at a meeting of the UNCTAD Special Committee on
Preferences beginning March 31 in Geneva, ;

The US attaches great importance to adoption of a common scheme by all major
DCs. The US and other DCs including the UK, the Scandinavians, and

Canada favor use of an escapc clause to safeguard domestic industry; the
European Conuunities (EC) and Japan propose that preferential imports be limited
by pre-determined ceilings. The EC has indicated a willingness to explore
possibilities of bringing the’ schemes closer together and discussions are
continuing bilaterally and in the OECD. ’
It &s difficult to predict how rapidly international consideration of the issues
will proceced or when legislation will be requested from Congress.

The President has stated that if we are unable to obtain agreement on a
generalized preference scheme, the US would consider other alternatives to assure
the Latin Americans preferential access to the US market,
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US PROPOSAL FOR A SYSTEM OF GENERALIZED
TARIFF PREFERENCES FOR THE LDCs

1, Preferential duties to be set at zero.

2, 7Preferences to be granted on manufactured and semi-manufactured products
in BIN Chapters 25-99, excepting only textiles, shoes, and petroleum and
petroleum products. (Copies of the US Exceptions Lxst for footwear and textile
products ire available, Identification of petroleum and petroleum products

to be excluded from preferential treatment has been deferred until the current
review of petroleum import policy is completed and US policy is determined,)
Preferences also to be granted on a selective list (Positive List-See No, 9)

of agricultural and fishery products.

3. A simple scheme, without ceilings on preferential imports, which would
rely on the standard escape clause and adjustment assistance as safeguards
for ‘domestic industry,

4. A temporary scheme, that is, one lasting not more than ten years, which
would not constitute a binding commitment and would not impede future tariff
“reductions on a most~favored-nation basis.

5. A common scheme to be adopted by all major developed countries,

6. Developing countries which receive special preferences in developed country
markets for products covered by the scheme would be excluded from US preferences.
(This is aimed at eliminating the discrimination some LDCs, including
particularly Latin ﬁmerica encounter in some DC markets.)

7. Developing countries which grant reverse preferences to developed countries
would be excluded from US preferences. (This is aimed at eliminating some of
the discrimination some DCs and LDCs, including the United States and Latin
America, encounter in some LDC markets.)

8. In general, preferences are to be granted to all developing countries. The
identification of beneficiary countries is still under discussion.

9. With respect to agricultural and flsﬂer} p}oducts in Chapters 1 to 24 of
the Brussels Nomenclature, preferences would apply to a Positive List of items.
(Copies of the US Positiye List are available.)
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Jananese Pestrictions on Private Investment

Amonyg the industriallued market e« .nomy countries .Japan con-
tirues to malntain the most elahcrate renime ol rectricticns
on Inward nrivate Jimestment. As 2 renersal rule foreirs
interests may not hold nore than 15% of the equity of a con-
pany in a2 "restrlcted” industry (e.g., stransportation, nining,
utilities) or more than 20Y of the equity of a company in
other industries, nor may a sinnle loreipner hold morz thaa 7%
of the esuity of any Japanese company.

Jananese Government anproval of larger eaquity holdings (than
those indicatcd ahove) by foreimn interasts is <ene-ally
limived to investrent in neuv enternrisces in scne 205 industries
designated under the first two of the CGevernnment's four-stame,
five-year llkeralization prosran initizted in 1947, In 240

of these Zndustries, the maximun permissible foreicn covity
participatich is 507; in the otaer LS industries, the foreicn
equity particiraticn nay be as rnuch as 105, The liheraliza-
tion program vo date has heer  rhly uncatisfactery, because
the liheralized industries arm .irited in nunber and are %2ld
mainly to sectors where Jananese firms are stron~ly comrebiiive
{(e.g., restzurants, radio/TV receivers, nrewinr, rotorcveles,
rayon, cerent, shizhuildin:y, tourist hotels, etc.)

The U.S. has continucusly prassed for preater liberalization
of Japan's investment restrictionz, esnectally in the zulone-
tive finld because of very cironsm industry interest. This
pressure may have teen partly resnronsihle for the Japanese
Governr.ent's announcanant 1ast Oc T that ipvestnent 1n new
Japanese aucomoblile anterprises

Octebaxr 1371 to parmit un to 597 forei-n particiration. Our
autonzlile indusrry, hovever, is not sa2fisfied with this sten,

With respect to cuteard revitizanses and fnvestrepts, the Japanar:
Govers~+wnt has taken 2 nu~te» of liuagalgqg f pLenst, 1neﬂ3ﬁ§n’
nanzse- Bankd' IM Londan, Fads’n-

the aprraval of tx¢ greztian of Jana n
of the coilin- on lourist 2llerancer, fneveasine of the 1inlis o
16ans to overress branchet, ard nevmitting of re-ittances for
certaln nrevisusly blazikad 2ccounts. :

-

BEST AVAILABLE COPY
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The recenlt likerallizations are in the desired direction bhut
they are not ncarly sufficient. Jdananese restrlctions are
completely unwarranted for an industrial nation; they should
be rescinded in order to pcralt investrment at least to the
extent permicted by other industri-l nations. The U.S. has
stressed this theine with the Government of Japan in the Joint
Cabinet *eetinm, in trade discuszsions, and in various unoffi-
cial business and trade conferences. ‘The Conmunique reporting
the Nixon-Sato neeting las® November also recornized the need
for further liberali:zation of Japa..wcse investnent restrictions.

Japan's foreign exchange surnlus and inereasing discussion of
possihle yen revaluation subject the CGOJ to grovwins preasures
The obvious priority in rcducinz the surnlus, in the short
run, is to liheralize commodity lmnorts and promote capital
exports. Thourh dramatic import liberalization measures are
not expected in the near future, there are indications that
the Javanese Govern.ent nay accelerate announcenent ef the
third and fourth stages of its investment liberalization
progran vhich were orisinally scheduled for the fall of 1970
and April 1, 1672, rasveclively. Houever, it appears that
even by tr: end ol the prencnt liberalization pro=zran, invest-
ment in most industries of interest to U.S. investors uill he
limited to a maxiium of 50% forelpn participation, and foreign
direct invcstment in a number of "strategic industries" uill
probably continue to be barred,

BEST AVAILABLE COPY
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Tariff Commission Investigation of TSUS Items 807.00 and 806.30

Item 807.00 of the Tariff Schedules of the United States provides for
articles assembled abroad in whole or i= parc of tabricated U.S,.
components. When such articles are imported, duty is not assessed on
the value of the U.S. components, but only:on the remainder of the
article. Ttem 806.30 is a similar provision for metal articles
exported for processing and returned to the United States for further
processing.

The Tariff Commission, in submitting to Congress the revised Tariff
Schedules which became effective in August 1963, described item 807.00
as "a new provision designed to replace and put on a sound basis an
anomalous, but well-established practice." This practice had arisen
out of a long-standing provision for duty-free treatment of U.S.
products exported and returned without having been advanced in value

or improved in condition by any process of manufacture or other means.
Customs courts had held this duty-frec provision applicable to products
returned to the United States as components in an article if the U.S.
component could be identified avl] had not becn changed in any manner
other than by assembly with othu. parts into a new or different article,

A rapid and laicge increas» in imports using the 807,00 provision has
given rise to the charge by labor representatives that the provision is
used extensively by U.S. manufacturers to avoid paying domestic wage
rates and therefore has the effect of ekporting U,S. jobs, In 1967-68,
the AFL-CIO complained to the Labor Department, the State Department,
and the White House that U.S, manufacturers were exporting jobs partic-
ularly in establishing plants in Mexico under the Mexican Government-
sponsored border industrialization program and returning finished and
semi-finished products to the United States. The AFL-CIO alleges that
item 807.00 encourages this movement of plants to the Mexican border
area and facilitates the Mexican requirement that border industry out-
put be exported. In the past few years various AFL-CIO Convention
resolutions have called for repeal of item 807.00 and similar U,S.
tariff provisions on the broader grounds that they encourage off-shore
production and labor-intensive assembly of U,S. components abroad,

U.S. and foreign manufacturers who use item 807,00 contend it encour-
ages the use of U.S. components in the assembly of items which can
then compete successfully in U,S. and foreign markets with products
wholly of foreign manufacture and that repcal of item 807.00 would
have a detrimental effect on their competitiveness and on the U,S.
producers of the' components. Some contend that assembly outside the
country would continue even if duty were assessed on the full value
of the articles.
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In 1968, an interagency task force was established to examine the oper-
ations under item 807.00 On the basis of the task force conclusions
and recommendation the President on August 18, 1969, requested a
detailed study of the matter by the Tariff Commission (see attachment).
The Commission report is due not later than August 31, 1970, The
Tariff Commission has scheduled public hearings to begin on May S,

As of April 1, requests to testify had been received from 62 firms

and organizations,

Two bills to repeal item 807.00 have been introduced in the House,
H.R. 14188 by Representative Wilbur Mills (Ark.} and H.R. 14455 by
Representative William J. Green (Pa.).
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THE WHITE HOUSE

WASHINGTON

August 18, 1969

s cnirm: BEST AVAILABLE COPY

g

I hereby request that the Tarxiff Commission conduct an
investigation, under scction 332 of the Tariff Act of 1930, and
report to me at th(. earlicst opportunity, but not later than
January 31, 1970% on all relevant economic factors affecting
the use of items 806. 30 and 807. 00 of the Tariff Schedules of
the United States. The Commission's report should include,
but not be limited to, an analysis of

(1) the competitive relationship in U.S. consumption
of articles admitted under items 806. 30 and 807. 00
and other like or directly competitive articles;

(2) the operations of U.S. industries, or firms, utilizing
items 806. 30 and 807. 00 of the TSUS, including data
with respect to their production, imports, exports,
foreign investments in production facilities, and the
effect of thet operation of these provmxons upon the1r
competitive position in the U, S, and in foreign
markets;

(3) the cffect of operations under these provisions of the
TSUS upon the U.S. balance of payments; and

(4) the relationship of these provisions and imports
thereunder to employment opportunities and wage
levels in the United States, parvticularly in the
industries utihizing these provisions; and

(5) the probalble effect of repeal of either 806, 30 or
‘807. 00, or bLiuth,

I am asking the Scecerctary ot 1 char to cnzke available to the
Commissiun any data at his dispusal pertinent to this matter
and any other assistance which the Commission may require
from his department in the conduct of this investigation.

* The reporting date has been
extended to August 31, 1970.



230

I am also making similar requests cn furnishing data and
assistance to the Secretary of the Treasury, the Secretary of
Commerce, and to the heuds of uther agencies concerned,

ey /o

Honorable Glenn W, Sutton
Chairman

United States Tariff Commission
Washington, D. C.

BEST AVAILABLE COPX
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Item 807.00 Import Statistics

The total value of imporfs under item 807.00 has increased from $577.4
million in 1965 to $1.6 billion in 1969, American components included
in these imports were valued at $76.2 million in 1965 and $339.4
million in 1969. Most imports are products provided for in parts 3
through 6 of schedule 6 of the Tariff Schedules of the United States
which cover metal products, machinery and mechanical equipment,
electrical machinery and equipment, and transportation equipment,

The largest single item imported under item 807.00 is automobiles,
primarily from Germany and Sweden, which accounted for $720.6 mil-
lion of the total vaiue of imports in 1969, but which accounted for
only $4.2 million of the American-made components. Electronic semi-
conductors appear to be one of the largest items in terms of the value
of American components. Imports of semiconductors, which come from a
number of countries, were valued at about $106.3 million in 1969, of
vhich $62.5 millicn werc nondutiable U.S.-made parts.

Imports under item 807.00 come from more than 50 countries, both indus-
trialized and less developed, and for some of these, the trade involved
is significant (sce table attached). Imports under this tariff pro-
vision from Mexico have grown more rapidly than imports from any other
country, increasing from $3.1 million {n 1965 to $145.2 million in
1969. 1In the latter year, Mexico became the third largest source of
such imports, exceeded only by West Germany and Canada. Mexico
accounted for slightly less than nine percent of total U,S. imports
under item 807.00 in 1969, but accounted for L8 percent ($95.8 million)

of the total value of nondutiable U.S. components entered under this
item,
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Unfair Import Competition-(Sectlion 337)

Unfair methods of competition and unfeir acts in the importation of arti-
cles into the Ynited States arc unlawful wder Sec. 337 of the Tariff Act of
1630 if the effect or tendency is to desti.y or substantialiy injure an in-
dustry, prevent the establishment of an indusiry, or to restrain or ronopolize
trade and commerce. When these conditions exist, the articles involved may by
Exccutive Order be excluded from entry into the United States. Section 337
euthorizes the Tariff Commission to investigate alleped unfair methods of
competition and unfair acts and to submit its findings to the President to
assist him in making decisions under that Section.

Since World War II, the Tariff Comxmission has received 53 complaints of
alleged unfair competition or unfair act: in importation. Forty-six of these
compleintls concerned alleged patent violations by imported articles. Upon
receipt of a complaint, the Commission institutes a preliminary inquiry to
determine whether a full investigation is warranted., Thirty-nine of the com-
plaints were dismisced or withdrawn without becoming full investigations; 11
resulted in full investigations; aund 3 1f are curreatly (3/23/70) in the
preliminary inquiry stage. The outcome of the 11 full investigalions wus as
follous:

ag One (tractor parts) is pending in the Commission

b) Seven were either withdrawn, or concluded with no finding, or con-
cluded with a negative finding (including one 3-3 finding in which
the President accepted the nagetive finding as the finding of the
Cormmission).

¢) fdhree (2ll involving patent violetions) had positive findings, with

a recorzendation that an exclusion order be issusd:

i) Cynthetic ster sapphires--After submitting its report to the
President, the Commission received inforrmaticn of an agree-
rent between the cuwaplainant and foreign producers whien
rendered the issue moot. The recommendation to the President
was therefore withdraw and the case dismissed.

ii) Self-clesing containers (squecze purses)--~The Cormissjon's
recorendation was net accepted by the President.,

iii) Furarolidone--A te-porary exclusion order was issued by
President Johnzon on August 28, 1908 after receiving a 2-2
prelininary finding from the Commission when it completed
its prelirinary injuiry and ordered a full investigation.
The ful) investipation was completed in loverber 1969 with
a positive finding and recommendaticn that the temporary
exelusion crder be made permanent. Acticn by the President
on this investigation is pending (3/23/70).

The exclusion of .imports of furszelidone was the first such action taken
under Section 337 since 1930. Following the announcement of the exclusion
order int=rest of domestic producers in possible use of this provision increased
zharply, ani there has been speculation in the press and clsewhere that the Tariff
Cormmission could expaet a sulstuntial increase in cocplaints under Section 337.

1/ Ski poles, empicillin, and panty hos¢, all involving allcged patent viola-
tionz.
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C.X.P. Versus F.0.B. Velues of Imports
for Statistical and Customs Purpeses

Much discussion has taken place ¢ er the ycars on the preferable
ma2thod of valuing imports for duty collection purroses and for reporting
statistics on imports. In the last few yeers, due in part to the pub-
licity accorded the Kennedy Round eand the decline in the U.S. favorable
balence of payments, additional attention has been given to these topics.
Superficielly, they appeer to be & single subject; however, they are en-
tirely different, and not necessarily related, issues in the consideration
of which tetally different sets of criterie are involved.

Valuation of imports for statisticel purposes. The decline in the
favorable U.S. trade balance and the U.S. balance of paymeni: in recent
years has been chiefly responsible for a focus of attention ¢n the values
used for tabulating U.S. imports in official foreign trade statistics.
Countries usually employ the same values for reporting statistics on their
imports as are used for valuing their imports for duty purposes. The type
of value a country uses for custcms purposes almost invariably reflects a
careful decision reached after substential consideretion of possible
alternatives. Tne use of the same velue for statisticael reporiing pur-
roses, however, is done chiefly for practical administrative reasons, and
does not represent a decision as to what woul? be considered preferable
for analytical yurposes if the compilation of the statistics were under-
taken independent of customs valuation procedures.

The United States historically has used an f.0.b. (free-on-board)
type value for assessing ad valorem duties on irports, and also for
reporting the value of its imports in official stetistics. Most other
countries 1/ use a landed (c.i.f.--for cost, insurance end freight) value
for both purposes. It has been alleged that the practice followed by the
United States, which excludes ocean freight and insurance costs, under-
states the value of U.S. imports and consequently prescnis an erroncous
picture of the U.S., trade balance.g/ It has also veen implied that this
"erroneous" presentation of the U.S. trade balance is carried aver into
the presentation of data on the U.S. balance of payrments, with . zonse-
quent distortion there.

i/ Notable exceptions are Canada, Australia, New Zealand, South Africa,
and Venezuela plus some other small countries.

2/ Additional distortion of the true picture of the U.S. irede btalence
and the competitive position of the United States in world commerce is
alleged to result from incliasion in export stetistics of products shipped
under government financed programs and articles the production of which
has been assisted by government subsidies.
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In January 1963, Representative J. Irving Whalley of Pennsylvania
introduced House Joint Resolution 177 which wowld require that reports on
irports into the United States include the landed value of articles im-
ported.l/ The late Senator Everett Dirksen introduced an identical reso-
Jution (S.J. Resolulion 115) in the Sen*:e in October 3955 "to obtain
more meaningful trede statistics for use in developing legislation and
essessing our trade position." In speaking on his resolution at that
tine, Senator Dirksen seid "the purpose is not to change the method by
which we value imports for duty purposes, nor is the purpose to change
the method by which we calculete our balence of payments." Despile this
attempt to dispel the erroneous thought prevalent in some quarters that
the resolution wrs related to the stetistical treatment of the U.S.
balance of peyments, this confusion seemed to continue. Senator Dirksen's
resolution was the subject of a public hearing before the Scnate Finance
Committee in the late swmer of 1966, at which the Bureau of the Budget,
the Departments of Agriculture, Commerce and State and the Special Repre-
sentative for Trade Negotiations presented comments indicating unanimous
opposition to passage of the resolution. These Departments and Agencies
indica’ 2d that c.i.f. statistical dete, if applied in an appropriate
ranner, could be useful for limited stetisticel purposes unrelated to
balance-of-payments analysis, but the requirements for c.i.f. data could
be served satisfactorily for most users through a stetistical sampling
and estimating procedure which would be far less burdensome upon government
agencies charged with collecting and compiling the statisiics and upon
importers than would be the conditions required under the resolution.

At that time the Tariff Commission and the Bureaus of Customs and
Census were cooperating in a study to develop estimated c.i.f. values for
U.8. imports through a statistical sampling procedure. The Cermmission
subscquently released a tabulation presenting the results of its work in
which estimated freight and insurance charges as a percent of reported
£.0.b. import valves in 1965 were given for each of the major subdivisions
of the TSUS (Schedule, Part, and Subpart). Concurrently the Burcau of
Census released estimated ¢.i.f. values (based on 1966 import date) for
21 commodity groups covering all U.S. imports. Since then the Bureau of
Census has regularly published guurterly estimates of the c.i.f. value of
total imports, and has a program for annual) estimates of c.i.f. values
for the 21 commodity groups, the 1G sections of the SITC, and imports from
major geographic areas of the world. (See attachment for the most recent
Bureaw of Census estimztes of these c.i.f. values.)

There ave threw brosd arcas in which import statistics are used for
analytical purposes: in balance-of-payments analysis, in balance-of-trade

1/ Scction 2 of the resolution would require export statistics to indi-
cate separately articles exported under government-financed prograns and
articles produced with the assistance of government subsidies.
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analysis, and for commodity anulysis for the impact of imports on the
domestic economy. No single basie of valuation of imporis is satisfactory
for all analytical purposes for which import statistics are compiled. In
balance-of -payments analysis, f.o.b. valuation is internationally recognized
as correct and c¢.i.f. countries must pr .ently adjust their merchandise
trade data to exclude the value of freight and insurance in preparing
their annual balence-of-payments steatements and their statistical submis-
sions to the Internctional Monetary Fund. It would be highly inaccurate
to include all piyments of ocean freight and insurance charges in the
balance of payments, because a part of these services may be supplied by
the importing country itself, and to that extent such payments do not
represent an international financial transaction. Thus, the application
of c¢.i.f, values to all U.S. merchandise imports would overstate the
magnitude of foreign payments. Under present U.S. balance-of-payments
procedures, merchandise trensactions and ocean freight services are
carried in separate accounts, with the latter item adjusted to exclude
freight payments to domestic carriers. This procedure has the additional
advantage of providing correct country allocations of merchandise and
freight payments, respectively, recognizing that the country supplying
the mexchandise is often not the same country supplying the freight and
insurance services.

In balence-of-trade analysis--the net balance between U.S. merchan-
dise exports and imports--either c¢.i.f. or f.o.b. valuation can be used.
C.i.f. valuation might be considered preferable for this purpose, because
it values imports at the same point as that reflected for exports--the
ports end borders of the United States. UYowever, use of c¢.i.f. for
balence-of-trade purposes involves the overvaluation of payments and
misallocation by country cited in the balance-of-payments discussion
above. In using f.o0.b. values for imports, the United States values its
imports and exports on exactly the same basis and there is complete
comparability in merchandise trade. The balance-of-trade statistics are
not designed to measure the balance in services, such as ocean freight
and insurance or those included under tourism; they are designed simpiy
to measure the balance of trade in merchandise between the United States
and the rest of the world.

For comodity analysis of the impact of imports on the domestic
econony, ¢.i.f, values might be considercd preferable to f.o.b., but
such values would be only & limited improvement over f.o.b. data as they
would still understate the true price of an imported commodity in the
internal U.S. market because such cost fectors as importer's markup,
inland U.S. freight, agent's commicsions, and payment of U.S. tariffs
would still be excluded.

Valuatior; of imports for customs purposes. During the Kennedy
Round, publiec attention was focused ancw upon the procedures used by the
United States for valuing imports for the assessment of ad valoren rates
of duty. Aside from the particular publicity received by unusual
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provisions in U.S. customs valuation, such.as the American Selling Price,
the general question was raised by some domestic interests as to the
desirability and appropriateness of continued use by the United States of
f.o.b. value as the general basis for customs valuation. The Kennedy
Round argument over tariff disparities umong countries undoubtedly stimu-
lated public thought on tliis matter. It was alleged that in teriff nego-
tiations generally, and particularly in negotiations dealing with harmoni-
zation of tariff levels, the United States, in using f.o.b. valuation,
negotiated from a disadvantageous position with countries using c.i.f.
values for epplication of their tariff rates. Underlying at least some
suggestions that the United Stales should shift to & c,i.f. value was the
thought that additional tariff protection would autcmatically be provided
for U.S. industries.

Against this bvackground and that of the discussion of valuation for
statistical purposes, the Senate Finance Committee in February 1966 re-
quested the Tariff Commission to conduct e comprehensive study with a
view to making suggestions end recommendations for improvement of the
customs valuation laws of the United States. The Commission was also
asked to give its views as to the feasibility and desirability of adopting
the Brussels definition of value (i.e., landed--c.i.f.--value). The Com~-
mission's report to the Senate Finance Committee has never been released
to the public.

Under the f.o.b. valuation system, ad valorem rates of duty bear
equally upon imports from all countries at all ports of entry. Under a
c¢.i.f. system, the inclusion of ocean freight in the value of imports
results in a higher assessment of duty on products from those countries
the geographic location of which results in the payment of higher freight
rates. A shift from the equality of treatment under the f.0.b. system to
the differential treatment under a c.i.f, system would probably be accom-
panied by significent and substantial readjustments in the pattern of
comerce of the United States.

Inasmuch as virtually all U.S. import duties ere bound against in-
crease under international agreements, a shift to a c.i.f, basis of
valuation would necessitate a downward adjusiment of 211 ad valorem rates
of duty and, in addition, possible payment of compensation to countries
which nevertheless would undergo discrimination regardless of the general
downward adjustment of the rates of duty.

It has been pointed out that the use by the United States of f.o0.b.
values in customs valuation and statistical reporting has not been con-
sidered by officials directly dealing with the matter as in any manner
disadvantageous in trade negotiations, and that in all negotiations,
when comparing trade data or tariff levels, appropriate adjustments have
been made to compensate for differences in valuation practices'among
countries,

44-8130-170 - 16
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CURRENT ESTIMATES OF C.I.F., VALUES FOR
. U.S. GENERAL IMPORTS 1

This Issue of FT 990 updates estimates of ¢.if,
values for U,S, general Imports, based on d sample
study of 1967 fmport shipments, Values for the sample
ftems in the 12-month 1967 study were found to be
6.9% higher than the valucs for the same ftems as
reflected {n Census Import statistics, The addition
of 6.9% to published Census data results inthe estimates
given below. It should be noted that the 1968 calendar
year totals reflect revisions made in the data subsequent
to the publication of the December 1968 reports. The
“1969 calendar year totals reflectall corrections published
with statistics through those for December 1969,

NOTE: These estimates provide U.S. Import data
on & value basls comparable with the import data of
most foreign countries, Readersinterested incalculating
the U.S. trade balance should be aware that this balance
can properly be derived only by relating exports and
fraports valued on the same basis, Trade balance
figures, cslculated on a comparable basts, are published
in *Trends in U,S. Foreign Trade,” released monthly
by the Department’s Bureau of International Commerce.

"1/ U.S. Department of Commerce. FT
990/December 1969 Highiights of U.S.
Export and Import Trade. P. IIT

Report on Study of Estimated C.1.F, Volues for U,S, General Imports y

In the September 1967 issue of report FT 990,
estimated values for U.S, tmports on a cost, insurance,
and freight (c.Lf.) basis were shown, based on the
results of a study of c.i.f. port of entry values for
1966. A joint Bureau of Customs - Bureau of Census
study for the ycar 1967 has now been completed,
The rtisults Indicate that the value of U,S. general
imports on a c.if, basis {s about 6.9 higher than
the total value reported for the year in U.S. import
statistics, A further breakdown on the results of
the study Is presented In the tables below interms
of broad commodity ard geographic groupings.

As Indicated In previous releascs, this study was
made because users of U.S, foreign trade statistics
expressed interest in obtainlag U.S, import data on
& c,lf, basis, Scicntific probability sampling techniques
were employed in the study, C,if, values were de-
termined for the sample shipments, using data obtained
from Customs records, brokers, importers, andcarricrs,
For some shipments it was necessary to estimate the
freight and {nsurance charges, *

For purpuses of the study, c,i.f, was defined as the
cost {to the U.S, Importer) of the commodities at the
forelgn port of exportation, plus insurance and freight
to the U,S, port of entry. The value figures published
in the rcgular.impon statictics reflect the value re-

1/ U.S. Department of Commerce.
and Import Trade. PP. III-VI.

CUIFENT ESTIMATES OF C.1.F. VALUES COMPARED WITH PuB.
LISED VALUES FCR U.S. GENZRAL IMPCRTS: CALENDAR YEARS
1967, 1968 AND 1969

(In af)2ions of dollars)

Value as published | Est'-ated
Period in U.S. imeport c L,
statistics! vaiues?
Cslendar year 1967..... 26,812.3 28,062.3
Calerdar year 1968..... 33,226.) 35,518.9
Calendar year 1949..... 6,051.8 38,5394

1Defined as the value required by law for Custous
purposes, which in xost Instances 1s the value of the
cocnodities ot the principal narkets in the exporting
country.

Defined as the cost (to the U.S. importer) of the
camodities at the forefgn port of exportaticn, plus in-
surance and freight to the U.S. port of entry, regardless
of vhether earned by & U.S. or a foreign firm.

quired by law for Customs purposcs, which In most
instances Is the value of the commoditics at the prin-
cipal markets In the exporting country. (Sce 19 U.S.C,
1401 and 140la for a morc defimtive cxplanation of the
valuations required by law for Customs purposes, such
as the cxport value, cost of production, constructed
value, American selling price, cic,)

The Customs valuation reflected in the published
import statistics for individual commoditics or gco-
graphic areas may diffcr from the actual prices paid
by the U,S, importers for the specific shipments, cven
after frelght, Insurance, and other charges are taken
into account, For some transactions, the c.i.f, value
es defined above may actually be Jower thanthe Customs
valuation reflected in the Import statistics. It follows,
therefore, that the difference between the estimated
c.4.1, values and published values should not be construed
288 a measurc of the freight and insurance chargcs
involved In the transactions, a

Users are cautioned about the applicabllity of esti-
mated 1967 c.i.f, ratios to periods other than calendar
year 1967, particularly for thc more detalled categorics

,of data, Over rather short perfods of time, the ratios

may be seriously affccted by economic developments
such as changes in Froduct-mlx, transportatfonpatterns,
and freight rates,

FT 990/March 1969 Highlights of U.S. Export
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SPECIAL ANNOUNCEMENTS--Continucd

Tadle A. COAPARISON OF ESTIMATED Cel.F. VALULS WITH FUBLIGHED U.S. CENZRAL INIORT VALSES FOR SCHEDULZ A SECTIONS:
CALENDAR YEAR 1967

-e ¥
Yelue In Lottt | I3tiated ot
padlished cof.f. sanpling
Schecule & section statisttcs valve ‘:lgh:: varisdility
(ail. dol.) | (xfl. gol.) | P¥I8 of retlol .
value
TOt8lasvtanansncternorecasrnancnscsvacnasnersansana 26,812.) 28,642.3 1.049 001
0. Focd and live snlradfecvrccuracconsansvsrscerancsvnenes £,003.) £,X7.3 2.0% 002
1. Beversges ard WOV4CCCHusrsccncnsaronnasraern 698.1 e 1.0%7 09
2. Crule raterisls, Inedidle, except fUelSovizaraee 2,9%4.) 3,391.2 1.142 007
J. Minersl fuels, ludrlcants, e nhu@urhll 2,248.0 2,652.6 1.001 Reor)
4. Aniral and vegetadle ofls wnd fets.... 122.1 1X0.3 1.067 006
3. Chemiceltecnvenssasiannurnsurarssncans 937.9 983.7 1.029 014
6. Manufyctured poods classified chiefly by me 6,)84.2 6,811.9 1.0¢? 008
7. Wachinery and transport equipaentesecses 3,195 3,9%. 1.03% {04
8. Miscellancous sanufactured articles, n.e. . 2,56.2 2,741.1 1.004 002
9. Comnodities and tranzactions not classified sccordlu
20 KIndi eencrencscasersvonsencnssasesasassnnanncnenne 1,084.9 1,105.8 1.038 009

IThe chances are about 2 out of ) that ecch estizated retio differs from thet vhich vould have teen oMiuined from &
urvey of all transecticas by en axount lest thas the estinated seapling varfedility indicated.
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SPECIAL ANNOUNCEMENTS--Continucé

Tedle M. OCKPARISON OF ESTDGATED C.i.Fo VALUES VITH PUBLISIZE U”o TONEMAL IHTORT VALVZS FOR 21 TSUSA CMe

MOUITY CROUPINGS:  CALRXDAR (TR 1967

Yolue fn Zetirated !0‘!.“!104 Eotlrated
Abbrevieted comodity description end range tublished colels :"l‘"", °{A ’:"'}l":
of TEISA ecmeodity mubers stetistics volue ’;‘;l;’*‘ “;;‘;'ﬁ
(atl. ¢ol.) (wi1. dol.) volue pietyd
TOta)ioccaeetacscnnrrssresesssesvassnussenvenssrsesnasnasssanenses 26,812.3 28,662.3 1.069 «00}
=1. Live sniasle, seete, “1eh and shellfish, dalry pooducts, egge, Pides,
silne, ond leather: o
100,0120=208 80000010 0sessassanscntnsasass sonsursonsvaascennsssteer 1,130.6 1,404 1.063 «003
2. Lire plants, scede, cereal greins, milled gmin products, malts,
starshes, vegetadles, edible mute and frults, euger, eocoe, ond
confectionery:
123.0100-237. 1000 00sensasscnsansccsnaccsssceassncssasccnsccnssnsnare 1,409.2 1,563.1 1.100 010
3. Coffee, tes, matf, splces, Deversges, tobecco, and todecco products:
160, 10201 T 000, svansssensesssensernaacserassnssscnnonnsassotsscss 1,00.2 3,0M.3 1.0 SO
4, Anizal snd vegetadle oils, fate and greeses, ond sisc. other snimel
and vegetadle products:
173.0000-19).2500, s ceesnnannssnssossancanansnasncasvenanacesansisnes 438, 306.2 1.4 «C10
3, ¥ood snd vood products:
200.0300-283.% 000 cscssnennanseasssansasussnsnncssncscnsasanancnsene 74,2 £36.6 1.201 «01¢
6. Peper, paper preducts, snd printed satter:
230.0203-274,800C. . teesecsntncesscanarstniee 1,449.9 1,497,7 3.0)) 00k
T Textlle fiters ong fadrlc
A0 23960 0anancesnsenensressoosncssnensonsvasnesonvnsossensssn 90,1 1,0n8.) 1.7 0%
6 T 1o furrlahirge, vearing apjarel onid sscessories, and "
nirsellarecus testile products:
BT e N e T T T T «7.8 . NN .o #00%
9. Chemicole ond elomical canpounds and atxty
421 <32.0000, o 408.& 40).9 Bl #017
10. Druls, synthetic resina, plastics, ndber, essentisl olles, cometies,
0058, Synthetic detergents, inks, Deints, cte.:
433.0M0LT €200, caneuncesserasnascsacnatarcananscsscscnsscanensces 467.1 0.1 .00 +003
11, Petroleun, petroleam products, ratuTe] ‘gee; fert{lisere, explosives,
oty audetances, comjdor, csrdons, $eotopes, vases, £
473.0510-£93.2000 0000t sanstcnsnnanscnsasasnacsscaens 23,4719 2.70).4 1.0 SOt
12. »oraetallic alrerals and products, escept ceranle products, gle
glass products:
311.1200=323, 9400 720.0 kT .07 014
3. Zeresic products, glass, ond gleee products:
331.0100-5%0.0300 a0 cacesenasssncesasansasecenancncscacansscanssssen 202.7 8.2 1138 008
K. Metel-tesring ores and otler metalodearing matertals;
€0%.0; 0 eanatrestncnatettsnsssancavantasostenaancanantnete 862.6 1,013.) 117 <01
» heir slloys, their Yeale shsjes ond forss, snd setal
produsts;
€03.0210-£58.100C. .. seanana 3,30.) 3,97%.0 1.0 00
34, Rleeiricel an? sezbenicel machinery wnd equipment:
4100047842000 acencnnncncanancesncsanstvesvssnnasanncrnnnnananses 3,022.2 2:1X.0 1.007 00
1%, Trezajortation equigment:
€90,0500-49€.¢000 seasenssrancanasecacscasasauannacannancsaassosntan 2,701.2 2,62 1.03) 00
18, Toatvesr, Desdvedr, giloves, luzgage, Mnd sZ¢, sclentific ond profes~
sicral {nstnnents, tiaing devices, phol.grephic equitment, etgat
00, 0300.724 . 5200, saee [YTTYYON . 3.2 *®4.7 1087 +00)
10, musleal fnstnmente, furniture, srme erd awmunition; spartting gocde,
toys, Jevelry, fantening devices, ormaneats, Yrooms, prrotethnice, '
pra, perclile, etea:
T3 RO0-20.62000ceunusnssaansnesesansansannncsiassnsacessessansnse n%é ™. 1.07¢ 003
20, Works of er%, entiques, ndder end plastic produste, end amfecellae
trous other prodicte: *
m.omm.m.................................................... 0.0 40%.3 1.047 S0
3. Articles, subject o apecial clanaification provietons, tewporery
leglolstion, eted:
£00,0C20-979.3000 404 . an 1,0m1.€ 107 1.on SO
Shipuente valued under 8291 (omtinated)tuciiiiiiecncnsenncarcsaesnnana L) 30).9 1,069 .

e chances ere shout 2 out of 3 that each eotimated retlo differs frum that ¥aleh vould have Yeen obteined (rom o survey of o1}
traresctions by sn aEouAt lees Lhan the sotinated sempling vertebility Indlceted.

Hrese 1ov velued shirments vere rot Imluled tn the coi.f. sample otudy, Wt are presented fn Shls tadle solely for the tunpse
of srriving ot cversll wotals. In estisdting Uw cof.f. value for thess ehipnents Uy overell ratio (1.009) for shipseats valued

over 5250 veo waed.
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SPECIAL ANNOUNCEMENTS--Contirued

TAME €, CONFARISON OF ESTIMATED C.I.F. YALUES WITH FUBLISICED ¥.S. CENERAL IMPOAT VALEZS FOR WOILD AREAS:
CAIZNDAR YFAR 1967

Voo | Esttaates | DM ) poiinies
peblached c.i.f, sazpling
Vorld Ares statistics valoe S iithea| vertevtdiny

(1. dol.) | (af). da2.) e of ratfo}
TOt)  usreasnntrensoacnannansnasnsonstaonaneennanse 26,312.2 28,662.) 1,069 001
Vertarn Hemdophere aninvsssvaectssnseresossartnesnasanncans 1,7%1,2 12,489.9 1,063 002
Canda, covnvreercenrovnrscanancns 7,106,6 7,4.0.6 1.0.7 003
20 Latin Americen Repudlics,..... 3,891,0 4,1%.9 1.0 005
Contrad Avrican Commen Harket,.... 292.6 9.0} 1,073 017
Iatin Avrfean Free Trody Ascocfatd 3,320.5 :,5')2.6' 1.082 003
Other latin Avrican &opudblico.uaenns caen 20,9 25,2 1.088 028
Other Weitern IRl sp il 2ueseeannesennseonsesenenarsonnsns 83.6 86351} 1104 .o
Vestamn BUTOM . ceresssansassenssonessssnrnssussasnuanavense 8,050, 5,549.4! 1,062 003
Ocgantzation for Econode Cooperation and bcvelopmnt.... 7,866.7 8,346.6 1,061 004
European Econoude Coamrmityecnannas 4,453,2 &,7%T1 1,066 004
Zuropcen Free Trade Association . 2,881 .4 3,007.0 1.0%4 005
. 1,%0.8 1,80).8 1,053 007
seassaenn 1,1n.% 1,2).6 1,073 L%
wessanene 3321 361.4 1,055 010
Other Vestern BUr0;8.ccsanvancorncscncnassnsatssarssanson 18).5 2079 113 00
Comroui st Areas &N BUrOP@.ccrvacrcssnancsnssnnnasansnoanssns . 172.2 1822 1,039 030
3,347.9 5,829.2 1.00 008
2,998.7 J;2%6.6 1.086 LOO%
2,49.2 2,574,7 1.096 003
2.1 322.4 1.100 027
287.6 4264 1.100 . 0
Asis, B.0.0., $002UdIng Commn® t APea3..eencuarsanasas 1,608.% 1,827.0 1,09 006
Australis ard OCCAniS i seanssscrnnssatnanessssecsranansenes 381.5 63). 1,019 004
ALrle®iiaennuaraninnanan ecenas 906.1 2.1 1,03 2008
Reputlfe of South Africs anae 229.9 2.1,G 1,00 O
Dhee ALrfen, uerenngen 80,2 42,1 1.0m Kot
Unldratified Comtriead, i iieriinnnnnan 8.0 [ 1] 1,067 -

Ythe cliances are alimt 2 out of ) that each eatimatled ratio Aiffers (rom that »xich vould lave loen obtained fras «
osurvey of all transsctions by en amount less then tha ceiimated canpling veriabilit s odivassl,
hWese shijaints wvere rot dncluded in the o.d.f, samle uucy, MUt are p.-esen'.a«. in this %adble solaly for the pure
poie of arriving at overall totals, in esti=ating the ¢ 1.0, vslue for thace ehi;m'nts the overall ratio (1,069} for
shiprcacs valuad over 3230 vaa used,
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The Chicken War

The major market for U.S. poultry in the Community was (and
still is) Germany The bound German import duty on poultry,
initially negotiated with Denmark, was 15 percent c.i.f. ad
valorem (average equivalent of abuut 4.5 cents a pound) . Quanti-
tative import restrictions were maintained on U.S. broilers
entering Germany until April 1961, although such restrictions
were removed on Danish and Netherlands broilers several years
earlier. U.S. poultry exports to Germany rose sharply following
the liberalization of this trade.

The introduction of the Community's Commch Agiicultural
Policy for poultry in July 1962 included a variable levy system
which brought Community protection for poultry far above the
previously bound German rate. Total levies on broilers imported
into Gemmany rose to 13.5 cents a pound by the middle of 1963,
compared with 4.5 cents a pound the year before.

U.S. exports to Germany dropped from an annual rate of $45
million in 1962 (based on exports for the six months prior to
the institution of the levy) to $13 million in 1963. fThe United
States had sought, even before the CAP was introduced, to achieve
some modification of the system, without success. Countless
efforts were made by the United States to obtain some relief from
the protective system. Negotiations were conducted with the EEC
in Geneva in June-July of 1963, but the EEC neaotiators were
given no authority by the EEC Council of Ministers to act on the
U.S. proposals.

In response to this impasse, the United States indicated its
intention to withdraw equivalent concessions initially negotiated
with the EEC. The United States valuation on the poultry trade
affected was $46 million; the Community valuation was $19 million.
Both parties submitted the question of valuation to a GATT panel.
The panel determined the value of the unbindings at $26 million;
both parties accepted this opinion.

By Proclamation issued December 4, 1963, the U.S. tariff
rates on several products principally supplied by the EEC were
increased, effective January 7, 1964, from the reduced, tracde
agrecment rates to the full statutory rates. The products and
rate changes were: trucks valued over $1,000 (8%% to 25%);:
brandy valued over $9 per gallon ($1,00 per gallon in contoiners
over 1 gallon and $1.25 per gallon in containars of one gallon
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or less to $5.00 per gallon for both); potato starch (l¢ to

2k¢ per pound); and dextrine (1.125¢ pexr pound to 3¢ per

pound) . The increases bore heaviest on Germany, (Volkswagen
trucks), with less damage to France (cognac) and the Netherlands
(potato starch and dextrine). In cunouncing the retaliatory
actirn, the United States stressed that the concession rates
were suspended, not withdrawn, and could be restored if a
satisfactory settlement on poultry could be obtained.

With the imposition of variable levies on poultry in July
1962, U.S. exports of dead poultry and parts to the EEC dropped
shaxrply from $49 million in 1962 to $26 million the following
year. Since then U.S. poultry exports have gradually fallen
and in 1969 were only $9.6 million. The trade effect of the
1964 U.S. retaliation was most severe on Volkswagen trucks.
U.S. imports of trucks from West Germany fell from $15 million
in 1963 to $5.7 million in 1964 and have since remained at the
$2-3 million level. Imports of potato starch fell from $1.1
million in 1963 to $338,000 in 1964 and have since fallen
further to the $100,000 level. Imports of dextrine, however,
fell only slightly from $2.3 million in 1963 but have siuce
risen to the $2.5 million level, whereas imports of brandy
were not affected but instead rose slightly to $2.4 million in
1968.
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